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ORDERS NOW REACH SHOP IN MATTER 
OF HOURS...FORMERLY REQUIRED DAYS 


Prior to adopting the Ditto One-Writing Parts 
and Assembly Order Plan, Curtis Manufacturing Company of St. 
Louis required five separate writings of job cards for each parts 
order. With Ditto this costly duplication of effort has been com- 
pletely eliminated by Curtis. Orders now reach the shop ina matter 
of hours after their receipt. Hundreds of firms in diverse fields of 
business have used Ditto to similar advantage, not alone on parts 
order, but also for Payroll, Order-Billing, Back-Orders, Purchase 
Order-Receiving, Coupon Ticket, and Installment Financing. We 
will be glad to demonstrate how Ditto and Ditto methods can best 
be put to work for you. 


For detailed information on how Curtis Manufactur- 
ing Company has utilized Ditto to speed production, 
write for your free copy of Case History No. 4605. 


DITTO, INC., 648 South Oakley Blvd., Chicago 12, Illinois 
In Canada: Ditto of Canada, Ltd., Toronto, Ontario 


DITTO 


TRADE MARK REG, U, S. PAT. OFF, 


One Whiting Business Syslevns 
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DATES AHEAD 


All dates are listed as scheduled at time 
of publication of this issue. Subsequent 
changes may be made. 


FRENCH LICK CONFERENCE 
June 13-14, 1947 
Cincinnati-Dayton-Indianapolis 
and Louisville Controls 


June, 1947 


3—Chattanooga 

4—Dayton 

5—Quad Cities 

June 6—Hartford, Twin. Cities 

June 9—Kansas City *' 

June 10—Buffalo, Clevéland 

June 11—Baltimore 

June 12—New York City, Toledo 

June 13—Detroit 

June 17—Chicago, New Orleans, Pitts. 
burgh, Springfield, Syracuse 

June 19—Los Angeles, Philadelphia, San 
Francisco 

June 20—Portland, Seattle 

June 23—Birmingham 

June 24—Atlanta, Dallas, Houston, St. 
Louis 

June 25—Louisville, Rochester 

June 26—Indianapolis 


June 
June 
June 


The June meeting of the Bridgepon 
Control was advanced to May 21. 


At the time this issue went to press, no 
definite meeting date had been set by the 
Cincinnati and District of Columbia Con- 
trols for June. 





Sixteenth 
Annual 


«Meeting 


CONTROLLERS INSTITUTE 
OF AMERICA 
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Gy he Dnake Hotel 
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accountants a C. P. A. 
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| Introducing This Month’s Authors 








Dr. Robert Osborne Baker (‘‘Guaranteed 
Wages and Stabilized Employment,” page 
282) combines the practical understanding 
gained as a corporate controller, and as a uni- 
versity bursar, with 
the classroom per- 
spectives of his 
current activity as 
associate professor 
of economics and 
commerce at the 
University of 
Chattanooga. A 
member of the 
Controllers Insti- 
tute of America, 
Dr. Baker served 
as assistant comp- 
troller of The 

a Vendo Corpora- 

tion, Kansas City, 
DR. BAKER Missouri, from 
11944 to 1946, 
joining the faculty of the University of Chat- 
tanooga in September of the latter year. From 
1936 to 1944, he was bursar of the University 
of Kansas City, being purchasing agent of The 
Kansas Emergency Relief Committee, at To- 
peka, for three years beginning in 1933. 

Majoring in business administration and eco- 
nomics, Dr. Baker studied at the University of 
Kansas, at Lawrence, from which he received 
the degrees of A.B. (1926) M.B.A. (1929) 
and Ph.D. (1933). While studying for the 
graduate degrees, he held the post of business 
manager of the “Daily Kansan,” the university's 
newspaper. ; ; 

A hobbyist in the fields of gardening and 
amateur radio, Dr. Baker has had articles pub- 
lished in THE CONTROLLER (June, 1942) on 
“Criticisms of Current Institutional Reports 
and Accounting Practices,’ and in The Jour- 
nal of the American Association of Collegiate 
Registrars. 





A graduate of Marquette University’s School 
of Business Administration, Ely Francis 
(‘Budgeting Procedures for the Small Corpo- 
ration,’ page 280) served as cost accountant 
with Allis-Chalm- 
ers Manufacturing 
Company, of Mil- 
waukee before be- 
ing called into the 
Finance Branch of 
the Army Air 
Corps. Then, fol- 
lowing several 
months’ activity 
again with Allis- 
Chalmers, Mr. 
Francis became as- 
sistant budget di- 
rector,.of S.C. 
Johnson & Son, 
Inc., of Racine, 
Wisconsin, a posi- 
tion he held until 
March of this year when he was named budget 
director of The Brunswick-Balke-Collender 
Company, of Chicago. 

Stymied by the housing shortage, Mr. Fran- 
cis is not able to spend his off-hours regularly 
with his family, which includes two sons, but 
is using his time in correspondence-study, read- 
ing everything published on budgeting, and 
playing handball twice a week. The latter 
keeps him in athletic trim resembling his scho- 
lastic days when he was active in high school 


Cooper 





Ms 


MR. FRANCIS 


and college track and established many dis- 
tance running records which are still standing. 





Bert A. Hindmarch (‘Suggestion Systems,” 
page 289) is the manager of the Suggestion 
System of the American Steel Foundries, Chi- 
cago. His work, in addition to the administra- 
tion of the sug- 
gestion system, 
has been in the 
field of group life 
and employee 
benefit plans, as 
well as workmen’s 
compensation, of 
which his com- 
pany is a self-in- 
surer. He is a 
graduate of the 
School of Manage- 
ment of North- 
western University, 
and also holds a 
degree in account- 
ing from the Wal- 
ton School of Com- 
merce. He is at present working toward a 
Master’s degree at the University of Chicago 
in the field of labor and personnel. 

His hobbies include a “very poor game” of 
golf and a good collection of books on Ameri- 
can history. That indicates a discernment of 
values which is to be expected—and is laud- 
ably desirable—in one who must weigh the 
relative merits of the varied ideas developed 
by an employee’s suggestion system. 





MR. HINDMARCH 


Dean Richard L. Kozelka (‘Professional 
Training for the Controller,’ page 292) re- 
ceived his A.B. degree at Beloit College in 
1921, his M.A. at the University of Chicago 
in 1926, and the 
Ph D..1n-1934 
from the Univer- 
sity of Minnesota, 
to which he came 
in 1923 as an in- 
structor in  eco- 
nomics. Dean of 
the School of Busi- 
ness Administra- 
tion since 1945, 
he has kept in 
close touch with 
the economic prob- 
lems of the Min- 
nesota area. He 
fostered the mak- 
ing of postwar 
plans including 
work on the survey of Albert Lea, Minnesota, 
the report on which, "A Procedure for Com- 
munity Postwar Planning’ has served as a 
pilot study for other local communities. He 
is a member of the Northwest Research Com- 
mittee, the Board of Directors of the Minne- 
sota Institute of Governmental Research, the 
research committee of the Minneapolis Council 
of Social Agencies, chairman of the educa- 
tional committee of Minneapolis Association 
of Sales Managers. 

Dean Kozelka is author of a number of pub- 
lications, including “Business Fluctuations in 
the Northwest,” and ‘Industrial Trends in Min- 
nesota.”” He is also a member of the American 
Economic Association, American Statistical As- 
sociation, American Marketing Association, 
The Econometric Society, Society for the Ad- 
vancement of Management, Institute of Math- 
ematical Statistics, the Royal Economic Society, 
Tau Kappa Epsilon (academic), Delta Sigma 
Pi (professional commerce) and Beta Gamma 
Sigma (honorary commerce) fraternities. His 
special hobby is fishing, but he has found little 
time to indulge in the sport. 





DR. KOZELKA 





His current 


appearance in our page 
(‘“‘Wages, Prices, and Profits and a Free §. 
ciety,” page 276) is not the first for D; 
Emerson P. Schmidt for he was represented jn 


THE CONTROLLER 
for January, 1946 
with a paper on 
“Guaranteed 
Wages: An _ Eco- 
nomic Analysis,” 
which is also the 
subject he dis- 
cussed at the ninth 
Midwestern Con- 
ference of Con- 
trollers, sponsored 
by the Controllers 
Institute last 
month in  Pitts- 
burgh. Dr. Schmidt, 
on leave of ab- 
sence from the 
University of Min- 
nesota since January, 1943, is director of eco- 
nomic reseearch for the Chamber of Commerce 
of the United States. He holds degrees from 
North Central College, the University of To. 
ronto, and the University of Minnesota. 

He has written numerous books, including 
“Industrial Relations in Urban Transporta. 
tion,” “Man and Society,” ‘‘Public Utility Eco. 
nomics,” and “Leading Judicial Decisions in 
Public Utility Regulation.” 

In other activities, Dr. Schmidt has served 
as a member of the Editorial Council of the 
“Journal of Land and Public Utility Econom. 
ics,” and as editor of “American Economic Se- 
curity,” as well as being a member of the 
Advisory Committee on Economics to the 
Committee on International Economic Policy, 
Carnegie Endowment for International Peace. 





Publication of his article in this issue coin- 
cides, more or less, with the fortieth business 
anniversary of John A. Williams (‘‘Account- 
ing for the Distributable Surplus under New 
York’s Amended 
Unemployment In- 
surance Law,’’ 
page 298) for it 
was on May 15, 
1907 that he be- 
came employed by 
Shawnee Gas & 
Electric Co., of 


Fryer 


Shawnee, Okla- 
homa. Now as- 
sistant controller 


of Niagara-Hud- 
son Power Corpo- 





ration, of Syra- @ 
cuse, New York, 
which he joined 


on October 1, MR. WILLIAMS 


1931, Mr. Wil- 

liams was associated in the intervening period 
with Commonwealth Edison Company, Chi- 
cago; Burroughs Adding Machine Company, 
Detroit; and Business Research Corp., Chicago. 

During the recent war years, Mr. Williams 
served in a dollar-a-year capacity as office ma- 
chines consultant of the War Production 
Board, Washington, D. C. He is currently ac- 
tive in many organizations including member- 
ship on the executive committee of the New 
York State Employers’ Conference, the organ- 
izing committee of the New York State Travel 
Council, the committee on social security of 
the Controllers Institute, as well as chairman 
of the pay-as-you-go committee, and the u0- 
employment insurance committee, of the Syra- 
cuse Chamber of Commerce. 

His statistical bent, as evidenced by his cur- 
rent article, is likewise evident in his chi¢ 
hobby, golf, for as chairman of the tourna 
ment committee of the Onondaga Golf & 
Country Club, he has developed a handicaps 
table that is a model of thoroughness and sin 
plicity. —PavuL HAASE 
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OF PRINTED PAPER: — 


MAY COST YOUSOF 


a ae 
atte When you buy printed paper forms for an office, the initial price is 
- only a starter. And nothing grows in cost like a business form that 
‘tli isn’t right— 
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You waste money when you handle it... 
You waste more when you write it... 
You even lose just looking at it! 


eee” Since you can’t eliminate these activities, you’re wise to reduce the 
time they take. Uarco Business forms assure: 


Minimum handling..forms are combined so that one form serves 
many departments... pre-assembling saves 
time and bother. 

Minimum writing...all necessary copies, 20 or more, come from 
a single writing. 

Minimum /ooking ... facts are always easy to reach, easy to read. 


Begin these savings now by calling your Uarco Representative. It’s 
better to take advantage of his survey than to ask a busy executive to 
do it. No obligation. UARCO INCORPORATED, Chicago, IIl.; Cleveland, 
Ohio; Oakland, Cal.; Deep River, Conn. Offices in All Principal Cities. 














For Tustance ... Varco Multi-Fold Con- 
tinuous Forms cut writing and handling time by 
feeding the typewriter while the girl types. Equally 
effective on billing, bookkeeping, or any business 
writing machines, Multi-Folds put an end to carbon 
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Editorial Comment 


Those Corporate Financial Re ports 


NE hears an illuminating array of constructive 

thoughts at a conference of controllers and finan- 

cial officers—thoughts which often can be incorpo- 

rated in current business procedures with great benefit 
to all concerned. 

For instance, in Pittsburgh, where controllers of 
companies in the midwestern area met in mid May, 
the thought was advanced by Mr. Frank M. Surface, 
Executive Assistant to the President, Standard Oil 
Company (New Jersey), New York, in describing 
what he believed would be an ideal annual report, 
what it should present in the way of information, and 
in outlining the content of his ideal annual report, 
that the first item should be one indicating the total 
sales of products, which is not unusual. Mr. Surface 
indicated, however, that whenever possible sales also 
should be stated in units, or at least in comparable 
dollar figures adjusted for price changes. 

On all sides it is recognized that the form of an 
annual report should be based on the purposes which 
it is intended to serve. For a Board of Directors, or 
for operating officials of a corporation, certain sets of 
Statistics and accounts will of course be required, and 
at frequent intervals, which will break down the total 
sales figures, and also indicate sales of various items 
produced or handled, in comparison with figures cov- 
ering similar periods. 

The question which presents itself immediately is 
just how much detail should be published in a state- 
ment intended for the attention of stockholders and 
employees. Should the financial statement to be placed 
in their hands contain the detail which management 
must have in the statements which the controller pre- 
pares for it, or should these details be condensed in the 
form of statement for employees and stockholders ? 

When, many years ago, the forms of reports which 
were prepared by the Securities and Exchange Com- 
mission for use by registered and listed companies in 
filing reports regularly with the Commission, required 
that sales of various items be disclosed, there was an 
immediate protest on the ground that this information 
was confidential in character, and should not be dis- 
closed to competitors. Some concessions were made 


274 


by the Securities and Exchange Commission, and the 
matter was smoothed over, although not entirely to the 
satisfaction of manufacturing companies. 

This is typical of the problems which present them- 
selves to corporation officials today in their attempts 
to keep their employees and stockholders well posted. 
The trend is toward making the annual report a pub- 
lic relations document, which, of course, changes the 
purpose of making the report, and this immediately 
Opens up a series of questions as to what material 
should be included in a report which is prepared for 
that purpose. Some business managements have been 
including in such reports subject matter of public in- 
terest, over and above that contained in the financial 
statements themselves. This subject matter of public 
interest is intended to dispel various notions about 
business operations. One such notion is that business 
profits are excessive and that business enterprises do 
not reveal in their reports all that they are making. 

Another speaker on this subject was Mr. C. E. Jar- 
chow, Vice President and Controller, International Har- 
vester Company. He pointed out that to an extent 
various notions concerning business operations, in- 
cluding the extent of company profits, may spring 
from the terms in which the corporation reports are 
stated. There is clearly an obligation on the part of 
business managements to change these terms, even 
though they may have been sanctioned by long use. 

Another thought brought out by Mr. Jarchow was 
that more than this must be done. He advocated setting 
out clearly proper concepts of the role of business 
investments and business management, including facts 
relating to the place of business in the economic struc- 
ture of the country and the social value of its services. 

In order to inspire greater belief than has existed in 
financial statements, Mr. Jarchow pointed out that 
some companies have provided for a cettificate to be 
appended to their reports, signed by their controller, 
certifying to the accuracy of the results shown. This 
certificate, of course, would be in addition to the re- 
port made by the public accountants. It would be help- 
ful also, Mr. Jarchow pointed out, to emphasize the 
fact, where applicable, that the net income as shown 
by the annual report is identical with that which is te- 
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ported to the Securities and Exchange Commission. He 
made reference to material differences which often 
exist between book and taxable income over a period 
of years and pointed out that such differences should 
be readily explainable. 

Surveys which have been made, Mr. Jarchow pointed 
out, indicate that annual reports are read by relatively 
few of the potential readers. The figure has been set 
at about 10 per cent. of stockholders and employees 
who read reports with any degree of thoroughness. 

The effectiveness of any annual report is definitely 
limited in its possibilities, Mr. Jarchow pointed out, 
precisely because it comes out but once a year. Repe- 
tition is needed in order to bring about acceptance of 
an idea. This means that supplementary means must 
be employed to give additional emphasis to the annual 
report and to repeat the ideas contained therein in 
other ways throughout the year. 

The discussion brought out the fact that it is some- 
times effective to break down salary and wage figures 
to show salaries of top executives, minor executives, 
office and plant workers, and sales personnel. It is effec- 
tive also to state the cost of employee benefit plans. 

Whether there would be objections to disclosure of 
such details as these was discussed, but as one com- 
mentator stated, many of the so-called secrets which 
management may believe it is keeping so closely are 
imaginary. Competitors know about as much about a 
given business as the officers and management of that 
business know about competitors. Expressing the figures 
in relative terms, in percentage of sales volume, or of 
net investment, or of some other appropriate term, 
was urged. It is possible to set forth the facts concern- 
ing profits so that it will be indicated that they repre- 
sent only a few cents out of every sales dollar, whereas 
payment of direct wages represents nine or ten times 
as many cents out of every sales dollar. 

All this discussion came back to the competitive en- 
terprise system, and a wider understanding of it on the 
part of workers and stockholders than exists today. 
There is much yet to be done in the matter of devising 
acceptable forms of annual reports, especially if they 
are to be used as public relations documents. 


Dissemination of Annual Reports 


MEMBER of the Controllers Institute of America 

wrote in recently to express his appreciation “to 
those members who are thoughtful enough to send me 
copies of the printed annual reports of their com- 
panies.” He added “that each has a value to me, and I 
feel that other members are just as grateful, but with- 
out expression.” 

It appears from this that the practice which is being 
followed by members of The Institute of sending to 
other members copies of printed reports is one that 
is expanding. It is commendable from many points of 
view. Every printed annual report of a company is 
educational in that it contributes to the general know!- 
edge on the part of controllers as to what other com- 
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panies are incorporating in these annual reports and 
as to the form in which the financial facts and other 
pertinent data are presented. 

All members of The Institute have the names and 
addresses of the entire membership, and it is to be 
hoped that the spirit will move more of them to send 
copies of their annual reports to more members of The 
Institute, if that is in order and in keeping with the 
practices of the various companies. 


The Tremendous Tax Task 


| panini for far reaching changes in the federal 
tax structure has been undertaken by the Ways 
and Means Committee of the House of Representa- 
tives, in the form of hearings in which all kinds of 
plans are being heard. These have no bearing on the 
current measures, which call for quick cuts in rates. 

Frank Wilbur Main, a certified public accountant of 
Pittsburgh, has proposed an incentive income tax plan, 
which is based on the concept that income should be 
taxed, not corporations and individuals. A revision of 
his plan has been placed in the hands of Congress. In 
a recent letter to ‘““Business Week” Mr. Main stated 
that the taxation of income, rather than corporations 
and individuals, constitutes only half of the plan. The 
other half, Mr. Main pointed out, was that “we must 
have more spending money in the hands of all income- 
earners and an incentive and encouragement to in- 
vest.” He estimates that the revenue from his plan, 
together with other levies and taxes, will amount to 
not less than $30 billion to $33 billion. 

Commenting on Mr. Main’s plan, the editor of 
“Business Week” said: 

“As our report states, we are in substantial agree- 
ment with the objectives of your plan. The tax system 
needs revision to stimulate risktaking, ease the burden 
on consumption, eliminate double taxation of corpo- 
rate dividends, and simplify tax reporting and admin- 
istration. 

“Our only question concerns the level of exemp- 
tions. Under your plan, which we have examined, ex- 
emptions for single persons and for dependents would 
be higher than they were in 1939. As our report points 
out, this would cut the tax base in half. 

“We would prefer to see somewhat lower exemp- 
tions. This would make it possible to raise the same 
amount of revenue with lower rates. One of the things 
economists know far too little about is how changes 
in tax rates will affect incentives. But we are convinced 
that the economy will gain more from a reduction in 
surtax rates than from an increase in exemptions. What 
is more, we think there are important social and political 
advantages in keeping a broad income tax base, even 
though many taxpayers pay only a small tax.” 

Much material will be developed in the hearings 
before the Ways and Means Committee. It has before 
it the tremendous task of charting the course which 
will be most beneficial to all. A.R. T. 








Wages, Prices and Profits 
and A Free Society 


Our progress toward postwar readjust- 
ment, both at home and abroad, is not 
going well in spite of some surface indi- 
cations. While our economic system is 
fundamentally still very strong, some 
things seem to have gone wrong in the 
way in which we are operating it. 

What do we mean by the American 
economic system ? 

We speak of it as a voluntary economic 
system. Each of us is free, within our 
means and ability, to become a job-maker 
or a job-holder or to become self-em- 
ployed. No one dictates that choice to us. 
This choice is one of our great freedoms. 

Each of us, instead of producing every- 
thing we need, is a specialist—each pro- 
duces more of his product or service than 
he wants for his own use. The product of 
our labor is exchanged for money. Thus 
the free price system and the free market 
in which goods are bought and sold is the 
heart of this system. 

The great strength of America under 
this voluntary system rests on educated, 
intelligent, free workmen; on science and 
research; on a system of law and order 
which provides an incentive to accumulate 
private property and job-making capital 
facilities; on a system of rewards which 
leaves in the hands of the craftsman and 
others the fruits of their efforts. 

Ours is a capitalist society which means 
that the workman does not work with his 
bare hands. He has a large complement of 
tools, machines, and other factory facili- 
ties at his disposal. A price has to be paid 
to encourage the accumulation of this capi- 
tal. The wage motive will cause a man to 
take a job if the profit motive first creates 
the job. On the average in our whole 
economy, it takes about $7,000 investment 
to create one job. Without investment, 
there are no jobs. 

Wages are not an end in themselves— 
they are paid to encourage production. 

The profit motive is not an end in it- 
self. Under competition it guides produc- 
tion, cuts costs and stimulates efficiency. 
The profit motive thus performs a number 
of very important roles. 

The competitive motive permeates our 
whole society. We grade our pupils in 
schools. We hold essay contests and ath- 
lectic events. Later we have a system of 
wage and salary differentials. The compe- 
tition on Broadway and in Hollywood is 
enormous. The businessman competes for 
consumer acceptance. Wholesalers and re- 
tailers vie with each other for consumers’ 
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patronage. Competition is a powerful 
force making for economic and _ social 
progress. 

Yet, most of us also have a monopo- 
listic streak in us. We try to insulate our- 
selves from the rigors of competition. We 
do not like to see someone else trying to 
“horn in’ on our job, our business, or our 
preserve. For this reason one of the best 
laws ever passed by Congress was the 
Sherman Anti-trust law of 1890. Indeed, 
if this law ever becomes a dead letter, that 
will mean the end of our economic system 
under which we have attained the highest 
mass standard of living on the face of 
this planet. 

No doubt this law has not been per- 
fectly enforced. But, by and large, compe- 
tition in the market place still far exceeds 
monopoly. Today we have the largest pop- 
ulation of independent business establish- 
ments in our history, over 3.6 million 
units, not including an additional 6 mil- 
lion farms. The government has an impor- 
tant role to play in keeping alive the com- 
petitive motive and in_ preventing 
monopoly. 


WHAT Is WRONG 


Now, why has some sand been thrown 
into the gears of this almost ideal system ? 
What has gone wrong? Why are we in 
trouble ? 

Without going into detail, it seems that 
we must blame much of it upon war, in- 
cluding the first World War. We never 
fully recovered from the distortions, the 
maladjustments and the chaos of the first 
World War. It can be shown easily that 
the depression of the 1930's had its origin 


to a large extent in the first World War 
and its aftermath. We simply cannot put 
our economic system through the tortuous 
misalignments of a major war without 
having to pay the price. Just one example: 

Prior to 1914 Europe produced some 8 
million tons of sugar; during the first 
World War this dropped to about 2 mil- 
lion tons. Our farmers were encouraged 
to make up the deficit, in spite of which 
sugar jumped to 30 cents per pound. 
After the war when Europe got back into 
production, the world tended to produce 
an oversupply; sugar dropped to 1 or 2 
cents per pound in New York. The sugar 
industry was in a depressed state during 
the entire inter-war period and helped to 
drag down the whole economy in the 
1930's. Surely, if we put our economy 
through this type of contortion we cannot 
expect stable prices, steady jobs or a stable 
economy. What is said about sugar applies 
with equal force to many other commodi- 
ties and parts of the economy. This mat- 
ter is emphasized because there is danger 
that we will blame our “economic system” 
for maladies for which it is in no way te- 
sponsible, and because we still have to pay 
the price for the maladjustments of 
World War II in the years ahead. We are 
not yet out of the woods. 

Wars upset our economic system in an- 
other way, namely through our money 
supply. During wars our money supply 
is greatly increased, because governments 
find it hard to levy sufficiently heavy taxes 
completely to finance war operations. Dur- 
ing the war we increased our supply of 
money (currency and demand deposits in 
banks, the equivalent of money) from 
about $33 billion to over $100 billions. 





prices, and reasonable profits. 


of our economy. 





A COMMON OBJECTIVE IS NEEDED 


If we are to continue to enjoy our high standard of living, one that has been 
rising at an average rate of two to three per cent. annually, we must have a 
basic understanding of the economic forces involved and the need for balance 
in the interplay of these forces. Without this, we may gain temporary advan- 
tages—as wage-earners, or as profit-recipients, or as buyers of the products of 
industry and commerce—but we likewise run the great risk of losing the free so- 
ciety which is essential to a long-range continuance of adequate wages, fair 


Throughout this paper, presented by Dr. Schmidt at the Eastern Spring Con- 
ference of the Controllers Institute, in March, there is a wealth of factual state- 
ment, clear reasoning and logical conclusions which will hold the attention of 
all those interested in understanding the background of the changing patterns 


—THE EDITOR 
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There has been a long-run tendency for 
ys to have about $1 in money for each $2 
to $3 of national income. The upward 
drift of prices during the war and since 
the war is due in part to the effort of this 
excess money to go to work. All the sur- 
plus dollars are owned by someone. As 
they lose buying power, that Is as prices 
rise, their owners try more rapidly to con- 
vert them into goods—to spend or invest 
them. If production lags, the only effect 
can be higher prices for real estate, for 
commodities and services. This is infla- 
tion. 

Therefore, if prices are high and drift- 
ing higher, do we not have to do some- 
thing to restore our money supply to a 
proper balance ? If this diagnosis is sound, 
should we not make a technical study to 
see what can be done to the cases of ris- 
ing prices instead of simply denouncing 
high prices or keeping them down artifici- 
ally by law? We should be wise enough 
to deal with the causes of inflation and 
not allow anyone to label us as ‘‘symptom 
treaters.”” 

Probably the greatest single cause of 
labor unrest is this instability of the value 
of the dollar. Rapidly falling or rising 
prices arbitrarily redistribute income and 
wealth; they set up serious tensions be- 
tween persons and between groups in so- 
ciety. Whether prices are falling or rising, 
the real income of some persons or groups 
as against others is sharply altered; this 
sets in motion forces and actions to 
counteract the worsening of positions. In- 
dividuals and their organizations take a 
hand to make corrections, each according 
to his or its own lights, and few of them 
ever taking the time to deal with the 
causes. 

If the national government devoted 
only a small fraction of its time to a seri- 
ous intelligent study of this problem and 
developed practical measures to fulfill the 
Constitutional mandate, Congress shall, 
“Coin money, regulate the value thereof” 
(Art. 1, Sec. 8), it would do more to fe- 
duce labor unrest than anything else it 
could undertake. During the 1920's the 
purchasing power of the dollar was re- 
markably stable; it was an era of compara- 
tive industrial peace. By and large the 
worker felt that the free labor market and 
the free goods market were giving him a 
reasonably fair deal.’ 

This issue is emphasized because we are 
too apt to blame our economic system, 
and indeed judge this system, on the ba- 
sis of criteria which have no relevance to 
it. We are in danger of abolishing this 
system in some future day of trouble, be- 
cause we attribute weaknesses to this sys- 
tem which are not in reality a part of it. 
In these days of science, research and 
knowledge we should apply the same un- 





_ “For further discussion of this matter see: 
‘Industrial Relations-Frustrated and Per- 
verted,” by E. P. Schmidt, Commercial and Fi- 
nancial Chronicle, Oct. 17, 1946. 
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emotional, hard-headed analysis to the 
causes of our economic maladies as we 
would to a machine which does not per- 
form according to the specifications. We 
should be skeptical of panaceas and nos- 
trums. This we owe to ourselves. You 
can help through this educational confer- 
ence. 


THE CURRENT SITUATION 


Today the nation is confronted with a 
demand for a second postwar round of 
wage increases, up to 25 per cent. Can we 
have such an increase without correspond- 
ing price increases? Can the increase be 
taken out of profits? Do we need such an 
increase to maintain prosperity and jobs ? 
Will such a wage increase widen the dis- 
parities of income of different groups and 
pave the way more certainly for depres- 
sion? These are crucial economic ques- 
tions. 

The chief argument for a further wage 
increase is the rise in the cost of living. 
Why is the cost of living rising? Assum- 
ing that competition prevails in most of 
the commodity markets—and few would 
deny that this is the case—prices must be 
rising because demand backed by purchas- 
ing power is bidding them up. Some 
would blame businessmen for putting 
prices up. No doubt the business man has 
some degree of power or control over 
prices, but he can exercise this control ef- 
fectively only by control over the supply. 
So far no responsible person or agency 
has accused businessmen of any substan- 
tial withholding of goods from the mar- 
ket or deliberately cutting production. 
Federal agencies have noted the rise in 
inventories in the hands of businessmen, 
but they agree that this dollar rise is due 
primarily to three factors; one, higher 
price tags automatically mean more dol- 
lars worth of inventories; two, compo- 
nents are missing so that shipments have 
lagged; and three, doing more business 
requires keeping on hand a somewhat 
larger stock. Relative to sales volume, the 
Department of Commerce reports that in- 
ventories are still slightly below prewar 
normal, although it is quite probable that 
in a few cases there may be some hoarding 
for higher prices and there is some con- 
sumer hoarding as well. 

Considering the sellers’ market which 
has prevailed since war's end, it is indeed 
surprising that prices have not gone 
higher. Vast liquid savings and high 
money incomes created a fabulous de- 
mand for goods. It is probable that his- 
tory will conclude that American business- 
men showed remarkable self-restraint in 
their pricing policies in the face of the 
intense demand. Just one example: The 
regular dealer price of our cheapest popu- 
lar motor car is about $1200; yet every 
Sunday in the classified advertisements of 
our metropolitan newspapers these 1946 
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and 1947 models slightly used, are being 
offered for sale for $1700 to $2000. Con- 
sidering the intense demand, General 
Motors, Ford and Chrysler appear to have 
actually under-priced their products, far 
from taking advantage of a temporary sit- 
uation. 

Why then are prices rising? The only 
rational answer seems to be that the de- 
mand for goods exceeds the supply at ex- 
isting prices, so that in order to create 
equilibrium, the prices are bid up. Now 
we come to the crucial questions: What 
would a further wage increase do to this 
disequilibrium of supply and demand ? If 
every worker got more dollars in his pay 
envelope every week, these dollars would 
bid more fiercely for the scarce supply of 
goods. It is very difficult to see how a 
wage increase would solve this problem, 
however much we lament the recent price 
increases. 

Businessmen are given credit for the 
abolition of price control. No doubt some 
of them are flattered to hear that they had 
so much influence with a Democratic Con- 
gress and a Democratic Administration! 
The experts in the OPA who studied the 
overall situation tell us, however, that the 
businessmen should not have the credit. 
They state that price control broke down; 
it was we the consumers with pockets 
bulging with cash that made a travesty of 
price control. The demand for meat and 
other products was so intense that the 
black market replaced the legitimate mar- 
ket. Quality deteriorated, and many items 
just disappeared from the market. Public 
opinion polls just before the abolition of 
price controls showed a majority in favor 
of their liquidation. Let’s not give busi- 
nessmen credit where none is due! 

Why did this situation develop in the 
first postwar year ? We had great backlogs 
of demand, we had to refit our demobil- 
ized soldiers, and during the war despite 
a popular notion to the contrary, wage 
rate increases greatly exceeded price in- 
creases. From 1939 to VJ Day the con- 
sumer price index showed a rise of only 
30 per cent. while factory hourly earnings 
increased by 58 per cent., or nearly twice 
as fast, according to the Department of 
Labor. By December 1945, after some 
down-grading of labor and after overtime 
had fallen, average hourly earnings still 
stood 53 per cent. Over prewar and the 
cost of living was up only 30 per cent. 
Weekly earnings, to be sure, fell some- 
what from war peaks, but if we work 
fewer hours, common sense tells us that 
there must be less to share among all of 
us. 

By restricting our attention only to 
what has happened to wages and prices 
since January 1945, it is clear of course, 
that prices rose more rapidly than wages; 
but such a confined view ignores the pres- 
sures which were building up during the 
war. 
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By VJ Day the cost of living index was 
a modest 6 per cent. above 1929, while 
factory hourly wage earnings were 81 per 
cent. above the 1929 figure. Thus, 
whether we examine the war period as a 
whole, or the longer 16-year period we 
find that the real purchasing power of 
American workmen has risen substan- 
tially. This is the kind of progress we all 
like to see. 

The data from official sources is given 
in the accompanying table. 
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more seats! A general wage increase 
would give us more tickets, but how 
would it grow more livestock, produce 
more furniture, or houses, or shoes ? 

For reasons of debt management and 
keeping the interest cost of the Federal 
debt low, the U. S. Treasury has engi- 
neered an abnormally low interest rate. 
This puts very little premium on savings 
and gives all of us an incentive to spend 
most, if not all, of our income as we earn 
it, thus stimulating price rises in the con- 


Wages and Cost of Living 
1929 to 1946 


Sept. Dec. Dec. 
Item 1929 1933 1939 1945 1945 1946 
Cost of living 
1935-39—100° ........... 122.9 92.4 99.4 128.9 129.9 153:3 
Average Hourly Earnings: 
1. Manufacturing” ........ $0.590 $0.491 $0.720 $1.085 $1.102 $1.25 
2. Manufacturing® EN Nee 566 455 644 .987 994 1 
Iron and Steel and their 

Ce 6544 503 159 1.089 1.091 1.25 
Electrical machinery .. 627% ee | .740 1.014 1.050 1.20 
Other machinery ..... N. A. N. A. .746 1.119 1.134 1.28 
Automobiles ......... 695 593 929 1.224 1.220 1.40 
Transportation equip- 

ment, except Automo- 

INES es ests ks a4 N. A. N.A .785 1.264 1.239 1.36 
Textile mill products. . N. A. N.A. 484 763 795 .96 
Food and kindred prod. N. A. N.A. .618 .880 915 1.06 
MOMMGOO. Goi Siiiniss'c 510.0% N. A. N.A 476 .786 805 95 
Building construction . N. A. N. A. 932 1.392 1.397 157 
Bituminous coal mining .681 501 886 1.261 1.281 1.49 

SIN IA N. A. N. A. 536 -783 .796 92 


Retail trade 


1 Consumers’ price index, Bureau of Labor Statistics, U. S. Department of Labor, 1935-39—100. 
? National Industrial Conference Board, covering 25 major industries. 
® Bureau of Labor Statistics, U. S. Department of Labor, except the noted 1929 figures. 


* National Industrial Conference Board. 
N. A. Not Available. 


Is it not true that our troubles in 1946 
came from demanding more from our 
economy than it was capable of deliver- 
ing? As a group we can take out of the 
economy only what we and nature put 
into it. 


SHORTAGE OF CAPITAL 


In addition to the foregoing factors, 
part of our trouble is due to a shortage of 
capital. In spite of the wartime growth of 
investment in some lines, much of it is of 
no civilian use, today we are woefully 
short of productive facilities in line after 
line. Basically, our productive capital was 
designed to produce a national income of 
about $90 billion at pre-war prices, to 
complement a labor force of about 50 
million. Today our national income in 
dollars is, up nearly 100 per cent., running 
at about $175 billions and our labor force 
is about 60 million. Even allowing for the 
inflation of prices, our income payments, 
our flow of wage payments are making a 
terrific demand upon our economy which 
it is not geared to cope with. We seem to 
be in the position of the opera company 
which sold more tickets than it had seats; 
then to correct the unbalance it sold some 


sumer markets. When capital is scarce, 
the interest rate should rise so that we 
would be encouraged to save a little more 
of our income and thereby divert this pur- 
chasing power to catching up on our capi- 
tal shortage. 

If this diagnosis is valid, and if we are 
sincere in wanting to get at the causes of 
our maladies, we have to concern our- 
selves even with such dry, intricate and 
obscure issues as the interest rate. We 
dare never forget that the interest rate is 
a price; it should be governed by supply 
and demand conditions, and that an ad- 
justed interest rate has a very important 
role to play in our economic society. It 
appears that we are paying the price for 
manipulating it artificially. It can no 
longer do its natural work and this ex- 
plains in part the distortions between 
prices and wages and capital formation. 


PROFITS 


Could a second round of wage increases 
be taken out of profits without any price 
effects ? Today profits, while very uneven 
as between companies, are large both be- 
fore and after taxes. Are they too large? 
What happens to the profits not distrib- 


uted as dividends? Are profits purchasing 
power ? 

High profits always have been and 
should be an open invitation to new in. 
vestment. If profits are good, this seems 
to mean that the enterprise is meeting a 
good consumer response. More invest. 
ment and therefore greater output are 
needed in those areas where profits are 
above normal. So long as there is freedom 
to open new -plants in these lines we 
should have no complaint; these plants 
will provide more jobs and more product, 
This is as it should be. Right now with a 
shortage of capital in many, many lines 
we need to have strong incentives to build 
more plants, more stores, more service es- 
tablishments and more recreational facili- 
ties. Then profits will shrink to normal, 
Why don’t more labor unions use their 
reserves to go into business, open plants 
and stores in those sectors where profits 
are unduly high? This would help every- 
one. 

There has been a disposition to judge 
current profits by prewar standards. This 
is dangerous for our future wellbeing. Be- 
fore the war profits were so depressed 
that we did not have an adequate incen- 
tive to put more money into pay rolls, new 
investment and enlarged plant. We had 8 
million men unemployed. 

Prewar standards are dangerous also, 
because the profit or dividend dollar has 
lost purchasing power just as truly as the 
wage dollar. 

Also the cost of reproducing the physi- 
cal assets of American industry is about 
50 per cent. above prewar costs. Thete- 
fore, if we are going to get adequate te- 
placement capital and new investment to 
put to work our growing labor supply we 
must have enough incentive to cover the 
tisks of this investment. Furthermore, 
since 1939 the total investment base has 
grown, so that a dollar volume of profits 
sufficient to keep the economy going at 
that time is likely to be inadequate to 
keep our present economy going at a satis- 
factory volume and encourage the neces- 
saty growth. The 1946 profit dollar con- 
tained a large component, perhaps 
one-fifth, of inventory re-valuation, a non- 
recurring item unless we have still more 
inflation. Inventory profits are likely to be 
offset later by a decline in the value of in- 
ventories. Dividends in 1946 amounted to 
less than $5 billion, against a total wage 
and salary bill of substantially over $100 
billion, the balance of profits being used 
to finance payrolls, inventories and ex- 
pansion. Indeed hundreds of corporations 
including some of the strongest, like Gen- 
eral Motors, had to float new security is- 
sues ot make bank loans in order to f- 
nance their normal operations. Many 
corporations abandoi..d or reduced ex- 
pansion programs because of high costs 
and unsettled conditions. This is not 
healthy for the economy. 
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From 1929 to 1946 net corporate profits 
constituted only 4.9 per cent. of the na- 
tional income as against 65 per cent. to 
70 per cent. for wages and salaries and 
dividends constituted only about 3 per 
cent. of the national income. Thus profits, 
if they are to govern wage increases, 
would not amount to very much. 

This brings us to the question: Can a 
second round of wage increases come out 
of profits. The evidence for this view is 
not favorable.® 

In every line of business there are al- 
ways marginal producers, those just break- 
ing even or operating at a loss. A wage 
increase demanded by industry-wide un- 
ions will inevitably affect these high-cost 
producers just about the same as low-cost 
producers. The 18.5 cents an hour raise of 
last winter in numerous industries was 
forced on all producers in those industries 
and raised prices. If the high-cost pro- 
ducers are going to stay in business, they 
must raise their prices when their costs 
tise. The more efficient producers, who 
might be able to absorb some wage in- 
creases, may drive to the wall these 
higher-cost producers and thus this con- 
stant upward wage pressure when spread 
across all units of an industry would help 
bring about the very concentration of 
wealth into fewer companies which we all 
oppose. 

Furthermore, under competition, every 
producer is marginal in part of his out- 
put; that is, he tends to push production 
until the last dollar spent on production 
just yields a dollar or a little more than a 
dollar of revenue. Now every time wages 
or any other costs rise, this marginal pro- 
duction becomes unprofitable and so some 
goods disappear from the market, unless 
prices can be raised commensurate with 
the increased costs. This is the reason why 
we cannot assume that a lump sum of 
profits held by an omnibus corporation 
exists which can be tapped for wage in- 
creases. Thus it is pure folly to assume 
that wages can be increased without price 
effects, unless accompanied by rising effi- 
ciency, 

Furthermore, many whole industries 
and many companies of other industries 
have sub-normal or almost no profits. Yet 
these would be subjected to the same up- 
watd wage pressure as their competitors. 
Indeed the country has not yet digested 
the complete effects of the first round be- 
cause it takes varying periods, from a few 
days to many months, for the full effect 
of wage increases in steel, coal, transpor- 
tation, etc., to make itself felt throughout 
all sectors of the economy. 

To those who argue that we must raise 
wages in order to shrink profits to their 
ptoper size should ask themselves this 





"For a more comprehensive discussion of 
Robert Nathan's ‘A National Wage Policy for 
1947,” see Business Action, Chamber of Com- 
merce of U. §. A., December 23, 1946. 
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question: If the repeated wage jumps 
amounting to about 150 per cent. since 
1933 did not shrink profits to the propor- 
tion which they think is proper, on what 
grounds do they believe that another 
round of 25 per cent. wage increases 
would shrink .profits to the proportion 
which they think is proper? With an 
elastic currency and strong markets, there 
is no way, fortunately, by means of which 
a wage movement can destroy necessary 
competitive incentive profits. As markets 
begin to shrink, of course, these artificial 
and uneconomic wage disparities will be- 
come unbearable. Then profits and jobs 
will disappear together. 

Some persons may have been mislead 
by an item which appeared in the CIO 
Economic Outlook, September, 1946 
which stated: 


Although the proportion of labor costs to 
total costs vary from industry to industry, 
wages and salaries average about 25 per cent. 
of all costs in manufacturing, according to the 
U. S. Federal Trade Commission reports. This 
means that even if higher wages did necessarily 
raise prices, every 10 per cent. wage raise 
would increase the total production cost only 
one-fourth as much, or by 2.5 per cent. 


But this would be true only if the 10 
per cent. increase took place in but ove 
plant. If a similar 10 per cent. wage in- 
crease took place at about the same time 
in the other plants and establishments 
which supply raw materials, semi-finished 
components, containers, fuel, power, 
transportation services, etc., to this one 
plant, clearly the total costs within and to 
this one plant, would arise by approxi- 
mately the full 10 per cent. wage increase, 
and not merely by 2.5 per cent. as the 
article claims. 

Wage increases in one plant or industry 
are exceedingly contagious. The labor 
movement is highly political. In practice 
this tends to mean that a wage increase se- 
cured in one sector soon makes its influ- 
ence felt in other sectors and this is why 
the case outlined by the Economic Out- 
look is none too realistic. 

So long as only 5 or 10 per cent. of 
the workers were unionized, these work- 
ers frequently experienced wage increases 
and improved working conditions through 
demands, strikes, and threats of strikes. 
But these gains, unless offset by a rise in 
productivity, came at the expense of the 
rest of the community, just as the recent 
union wage sky-rocketing came at the ex- 
pense of teachers, clergymen, professional 
workers, and others with lagging incomes 
—now requiring readjustment. 

Now that we have fifteen million men 
in unions, general, massive widespread 
wage increases must be reflected in closely 
corresponding price increases. Labor lead- 
ets decry these price increases and lament 
the passing of the OPA, but actually, they 
are fighting each other’s wage increases 
even though they talk as though they 
were fighting price increases. 
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If this analysis is correct, is not another 
round of wage increases licked before it 
gets started because under the agricultural 
price parity program fixed by law, when- 
ever things farmers buy rise in price, then 
agricultural prices will have to be raised ? 
Here's a legalized interdependence of 
farm and city product prices which cannot 
be ignored. 


PURCHASING POWER 


In the past year we have learned some 
hard, tough lessons on the difference be- 
tween purchasing power and real income. 
Money is not real purchasing power; it is 
a medium of exchange. It is a system of 
counters, a device for transferring the 
right to purchasing power or to real in- 
come. It is not real income itself. 

In spite of the phenomenal wage rate 
increases of 150 per cent. since 1933, the 
share of the national income going to la- 
bor is almost exactly the same today as it 
was in 1933 or 1935—the balance going 
to farmers, pensioners, people in institu- 
tions, and businessmen. It seems clear 
that the only way to augment the standard 
of living of the workers and of all per- 
sons is to produce more. A redistribution 
of income by law or by collective bargain- 
ing does not seem to be very fruitful. 
These are some very stubborn facts and 
we should look them in the face. 

While collective bargaining may per- 
form several useful functions, are we for- 
getting that wages are paid only out of 
productivity and sales? Evidently, even 
collective bargaining cannot alter this fact. 
Wages always are a cost to somebody— 
they are not only “purchasing power.” 
Beware of the man who talks and talks of 
“purchasing power,” unless he also recog- 
nizes that income and costs are merely dif- 
ferent ways of looking at the same thing. 
Your income and my income are a cost to 
someone else. 

From 1840 to 1930, a period when we 
had little unionism and little labor legis- 
lation, wage rates increased seven fold 
while prices rose only 20 per cent. It was 
the competitive bidding for scarce labor 
which drove wages up. Inventions, labor- 
saving tools, a phenomenal rise in indus- 
trial know-how, as well as better educated 
workmen, made possible this enormous 
rise in wage rates while prices were nearly 
constant. We steadily turned out more 
goods per hour of work; the competition 
in the goods market and the competition 
among employers for the services of labor 
moved wages up; a rise in living stand- 
ards was shared by all consumer groups. 

Indeed, under a competitive economy 
where there is the freedom and the will to 
open new factories and other business es- 
tablishments, there is no way by means of 
which employers or owners can keep the 
efficiency gains to themselves. We do not 

(Please turn to page 300) 








Budgeting Procedures for the 
Small Corporation 


Much has been written and many ex- 
perts have been quoted regarding the 
handling of budget programs in the gi- 
gantic industries of this country. However 
little assistance is available to the account- 
ant upon whom is thrust the task of pre- 
paring a budget for the concern employ- 
ing from several hundred to several 
thousand employees. In fact, until re- 
cently many managers regarded budgets 
as unnecessary, since the company had al- 
ways shown a profit and they had had no 
complaints from stockholders or other in- 
vestors. However, with the termination of 
wild wartime spending and the perspec- 
tive of stiff competition lying ahead some 
guide for future operations is essential. 
Many concerns find it impossible to hire 
a budget director and his staff, or are un- 
able to locate someone capable of filling 
the position, as budgeting is a specialized 
field of accounting. The result is that 
someone is delegated the task of org*niz- 
ing a program for the future. 

The following may serve as an outline 
for many who are not certain what pre- 
liminary steps should be taken. The first 
consideration is departmentalization, both 
in the factory and in the selling and ad- 
ministrative departments of the company. 
It is essential in assessing costs against 
various products to know accurately the 
dollar amount each should carry and 
thereby reduce to a minimum the total al- 
located on a percentage basis. The initial 
step is preparing a salary budget by de- 
partments, and this can most easily be ac- 
complished by securing a list of all em- 
ployees, by departments, from the payroll 
section or personnel manager. A meeting 
with each foreman and department head 
is necessary to establish proposed individ- 
ual additions, eliminations, and wage in- 
creases. This completed, an O.K. should 
be obtained from the superintendent and 
perhaps the vice-president in charge to 
indicate satisfaction with rate and person- 
nel changes. 

Expenses when segregated into the 
main categories of commissions, stationery 
and printing, repairs and maintenance, 
postage, telephone and telegraph, travel- 
ing, dues and association memberships, 
rent, taxes, insurance, and such should 
tentatively be set up departmentally by the 
budget director on the basis of past expe- 
rience, assuming the accounting records 
provide such classification. In the event 
they do not, a review of vouchers over 
the past six months or year is necessary, 
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plus installation of a coding system to ac- 
cumulate such information for the future. 
After these expenses have been scheduled, 
each department head or foreman should 
be interviewed with regard to his recom- 
mendations for future anticipated in- 
creases or decreases. His department may 
be increasing production, changing over 
to a new product, expanding its facilities, 
or he may foresee other major expendi- 
tures such as machinery repairs. Not only 
are these personal meetings beneficial for 
obtaining the closest possible check on 
what is going to transpire in every depart- 
ment, but it builds confidence and interest 
in the budget by all who are affected. This 
is the prime essential of budget coopera- 
tion and consciousness—/he man res pon- 
sible for carrying out the detail of the 
budget should be given as much voice as 
possible in its preparation. However, one 
danger cannot be overlooked. A segrega- 
tion must be made between the control- 
lable and non-controllable items of opera- 
tion. They should be grouped so that the 
total departmental budget indicates the 
items directly controlled by the foreman 
and those for which he cannot be held ac- 
countable. During the period of consulta- 
tion with foremen and administrative de- 
partment heads, letters should be sent to 
the district office managers requesting 
their estimates of salaries and expenses 
for the forthcoming period. It is most im- 
portant to send them all possible data on 
past performance and future plans be- 
cause personal discussion is usually out of 
the question. A definite deadline should 
be set for the return of their forecasts. 
Disposing of wage and expense budgets 
by departments at the earliest possible mo- 
ment will allow the budget director ample 
time to lay the groundwork for the more 
exacting estimates to be made next. 


CONSIDER SALES 


The next important problem is sales 
volume. Since sales are of the greatest 
importance, producing almost 100 per 


cent. of the total income and affecting 
production and personnel requirements, 
cash position and the profit picture, they 
must be given the most careful considera. 
tion. It is in this phase of budgeting that 
the director may encounter his greatest 
difficulty. Many salesmen are imbued with 
that extreme extrovert philosophy of be. 
ing able to sell anything, while others, 
knowing their forecast will be recorded 
and compared against later performance 
may become ultra-conservative in order to 
look good if they exceed their quota. So 
it is essential to arrive at a fair compro- 
mise and this can be aided by studies of 
market conditions and sales territories and 
comparisons with your competitors’ busi- 
ness. Market surveys and consumer te- 
search will indicate the extent of expan- 
sion probable in the industry as a whole, 
and such information properly submitted 
to management will serve as a basis for 
establishing sales quotas and productive 
volume. It is important to note that these 
two factors must always be interrelated so 
that one does not overbalance the other or 
distort the desired inventory ratio. In a 
company without the services of a sales 
analyst and economist, these survey duties 
must be shouldered by the budget direc- 
tor, to accurately appraise what might 
otherwise become wild guesses. 

In setting up the Profit and Loss state- 
ment in sequence, the next category is 
cost of sales. The cost department can usu- 
ally provide a cost of sales broken down 
between material, labor, and overhead. 
This cost of sales schedule should be pre- 
pared without delay, by products, and 
then checked against the direct labor and 
manufacturing overhead figure obtained 
in preparing, the manufacturing depatt- 
ment’s budgets, and against the material 
purchase budget. The cost of sales then 
becomes a part of the final Profit and 
Loss statement. The material purchase 
budget, based on volume production, 
should utilize the latest price quotations 
available to the purchasing department. 








FIRST THINGS FIRST 


For the small corporation which is setting up a budget program, Mr. Francis, 
budget director of The Brunswick-Balke-Collender Company, Chicago, outlines 
a series of necessary and desirable “first steps” in budgeting which he defines 
as “progressive management's expression of flexible plans for the future.” 


—THE EDITOR 
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In most instances, with conditions unset- 
tled and rapidly changing, the cost de- 
artment figures reflect ancient history 
and cannot be accepted as faultless guides 
to future operating expenses. The careful 
comparison with the budgets already pre- 
ared on material and labor and indirect 
expenses will probably indicate some te- 
vision is necessary and should be recon- 
ciled before the Profit and Loss and unit 
operating statements are completed. 


ADVERTISING CosTs 


The budget on advertising costs has al- 
ways been a source of spirited debate 
among accountants and since this article 
is not concerned with attempting to settle 
controversies, the two most frequent pro- 
cedures will be presented. The first is to 
allocate total advertising cost against 
products on the basis of sales volume. 
This sounds most logical and in the face 
of inadequate accounting records is per- 
haps as accurate as pure guesswork. How- 
ever, because advertising results are not 
always in such simple direct proportion to 
expenditures, it is more practical to in- 
vestigate thoroughly the long range com- 
mitments in relation to each product. Ra- 
dio advertising can be allocated on the 
basis of time devoted to particular prod- 
ucts; newspaper, and trade ads on antici- 
pated specific expenditures; while surveys 
and consumer education work should be 
planned far enough in advance to allow 
an accurate forecast of their cost. If pos- 
sible the budget should present these 
three categories separately and the ac- 
counting department should code ex- 
penses accordingly, so that accurate com- 
parisons can be made. 

The net result of all estimates is their 
consolidation into a Profit and Loss state- 
ment and Balance Sheet. This is essen- 
tially a matter of fitting the completed 
budgets of sales, cost of sales, distribu- 
tion and administrative expenses, taxes, 
and bonus into the Profit and Loss form. 
In projecting a Balance Sheet, one must 
set up budgets for cash, accounts receiv- 
able, accounts payable and other current 
and fixed assets and liabilities, in coop- 
eration with management and depatt- 
mental supervisors. The fixed asset and 
fixed liability forecasts are usually pro- 
jected on the basis of prior records and 
current values with allowances for pro- 
posed expansion of facilities or acquisi- 
tion of capital goods. 

In the Balance Sheet formation the 
most important single item is usually the 
cash account. The executive committee of 
any company is always vitally interested 
in the cash position projected for both 
the immediate future and the long term 
period. The most systematic procedure for 
determining the cash balance is to segre- 
gate the composite items of the receiv- 
ables and payables. In the former group 
can be listed accounts receivable, interest 
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and rent receivable, sale of securities, sale 
of assets and other miscellaneous income. 
The payments can be forecast by analyz- 
ing the departmental budgets and elimi- 
nating such expenses as depreciation and 
any other non-cash items, while including 
labor and salaries, raw material purchases, 
and the acquisition of fixed assets and se- 
curities or the liquidation of loans. 

The accounts receivable summary must 
be based on the forecast sales from the 
Profit and Loss statement. It is advisable 
to compute the percentage of sales col- 
lected in each month following the sale. 





The Annual Wage 


We are not taking the position that 
every organization or any particular or- 
ganization can guarantee employment. 
In fact, we feel that some types of busi- 
nesses are so dependent for their sales 
volume on the ebb and flow of orders 
from outside organizations, who buy on 
a feast-and-famine basis, that we do not 
see how a guarantee of any consequence 
could be put into effect by them. 

What we do believe, however, is that 
any business which produces goods 
which are consumed more or less evenly 
through the year—not sold, but con- 
sumed evenly—should take a careful 
look at the possibilities of planned stab- 
ilized employment. We believe it should 
from a standpoint of its employe-bene- 
fits, of course. We believe it should 
from a cold dollars-and-cents standpoint, 
considering economic benefits, such as 
plant investment savings, lowered cests 
to sell, lowered production costs, and 
improved quality. We feel that it should 
look at planned stabilized employment, 
however, even more thoughtfully be- 
cause the installation of such a plan will 
contribute in an important way to the 
stabilization of our country’s general 
economy. Such a step, if applied progres- 
sively in a plant here and a plant there, 
will gradually spread a greater degree 
of stability to the employment of other 
organizations not yet able to apply a 
company stabilization plan. 

William G. Werner 
Manager, Division of Public Relations, 
The Procter & Gamble Company 











If, for example, an estimate of cash col- 
lections was being made for March, the 
historical data would be built up to deter- 
mine what percentage of November sales 
were collected in March, what percentage 
of December sales were collected in 
March, and so on for January, February 
and March sales. These percentages can 
be figured for each month and applied to 
the sales forecast. Another procedure 
would be to chart the lag of collections 
for the past two or three years and plot 
the trend. 

The accounts payable total by months 
can be found in the same manner. It 
should not be difficult to apply the com- 
pany’s policy for paying to the budgetted 
monthly expenditures. Again it must be 
emphasized that it is essential to eliminate 
all non-cash expenses. 
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Upon completion of these statements it 
is suggested that they be drawn up for 
executive review of the profit outlook, 
along with their supporting schedules. If 
the perspective is unsatisfactory a revision 
may be necessary extending back from 
capital expenditures through anticipated 
salary increases and bonus payments. Since 
profit is industry’s main consideration, 
consistent with current conditions, the 
budget should reflect the true picture at a 
given volume of sales, as an unhealthy 
profit indicates further cost reduction ef- 
fort is required. 

It is imperative in selecting a budget 
director to choose a man who possesses 
sufficient knowledge of every phase of 
business activity from purchasing through 
production and selling to temper the pro- 
jections of those unfamiliar with plan- 
ning ahead. Business in general and most 
individuals in particular have had no ex- 
perience with future planning and so are 
completely lost when faced with the ne- 
cessity of recording their ideas of what is 
going to happen. It is the basic function 
of the budget director not only to corre- 
late all the information which comprises 
the Balance Sheet and Profit and Loss 
statement and counsel those who are be- 
ing held responsible for their respective 
operations but also to guide the operating 
heads of his company along a path of ac- 
curate forecasting to insure proper finan- 
cing and sound planning for obtaining a 
fair share of available business at efficient 
cost levels. However, he is not the police 
officer of the company, but rather the man 
who directs attention to those factors 
which unless investigated and corrected 
will distort the profit picture. His tools 
are comparisons with past performance, 
study of current economics, and a close 
analysis of unusual items of expense 
which may point to inefficiency of opera- 


~ tion or the need for an altered policy. The 


latter is especially true in manufacturing 
departments with regard to machinery. It 
may be company policy to retain machin- 
ery over the normal life estimated at the 
time of purchase, but extensive use often 
demands earlier replacement when the re- 
pairs and maintenance budget indicates 
costs ate excessive and new equipment 
would effect a saving. It is the “ear-mark- 
ing’’ of such deviations from the standard 
that demonstrates the usefulness of the 
budget as an aid to management, and acts 
as a control of inefficiency and prohibitive 
spending. 

In conclusion, budgeting may be de- 
fined as progressive management’s expres- 
sion of flexible plans for the future, as 
compared with their sour reflections on a 
dismal past, where no budget exists. 
Budgets are rightfully gaining an increas- 
ingly important place in industry and will 
reach their greatest period of usefulness 
when depressions and competition de- 
mand more adequate cost control. 








Guaranteed Wages and 
Stabilized Employment 


“There is nothing new under the sun” 
so an old maxim indicates. This is par- 
ticularly true in the world of economics 
and business. 

In the fields of theoretical and applied 
economics of business, even the problem 
of “keeping the employees on the payroll” 
is nothing new. Neither is there anything 
new in the progressive, albeit slow and 
groping, seeking for answers. 

Ideas as old as the hills are frequently 
dusted off and brought forth in a new 
coat of paint or dressed up in a new suit 
of clothes. A shift of social emphasis or a 
dramatic publicity release turns the spot- 
light of public interest on the old prob- 
lem in its new suit. 

From certain quarters comes a demand 
for guaranteed annual wages. From an op- 
posite camp is proposed an employment 
regularization or stabilization of employ- 
ment program. In many aspects, the ideas 
of a guaranteed annual wage and the regu- 
larization of employment may be thought 
of as the same picture viewed from differ- 
ent angles of perspective. 

The demand from the workers for a 
guaranteed annual wage is, fundamen- 
tally, a demand for security of employ- 
ment. It is a demand for the elimination 
of that uneasy feeling: “Today, we work 
—tomorrow, maybe, we don’t.” 

Much could be said of the perhaps in- 
evitable conflict between the ideals of se- 
curity and liberty. A penitentiary inmate 
has security; but he has no liberty. This 
member of society has none of the wor- 
ries of economic life that trouble so many 
of us. Employment has been provided for 
him—a guaranteed job, day after day, 
week after week, month after month. The 
job will last, at least, as long as he desires 
it. He is fed and he is clothed; he has a 
roof over his head, which is more than 
can be said for many of us. The doctor 
and the dentist will take care of him. 
Even his spiritual needs will be attended 
to. Yes, his job is secure. His liberty is, 
likewise, secured. 

Several economists have pointed out 
major risks the workers, as a group, are 
inviting upon themselves in demanding 
guaranteed annual wages: 





1. Business enterprisers would be hesitant 
in increasing their working forces; each 
would tend to avoid hiring replace- 
ments as long as possible. 

2. There would be a tendency for new 
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business ventures to be discouraged, or 
their establishment materially slowed 
down. 

3. Business enterprisers would tend to 
seek out means for maximizing the use 
of machinery and other labor saving 
devices. 

4. In forcing business organizations, for 
their own protection, to use more labor 
saving equipment, there would be a 
tendency for unemployment to in- 
crease. 

5. If business units were required to ac- 
cumulate liquid capital to pay out in 
periods of recession, a large amount of 
funds would be frozen away from 
profitable investment, additions, or im- 
provements. 


Controllers, cost accountants, and busi- 
ness management know the meaning of 
the steady and constant hum of produc- 
tion machinery. For years, they have real- 
ized the effects on the cost analysis sheets. 

It has been long understood that many 
advantages accrue to society as well as to 
the business unit which regularizes its op- 
erations. These advantages appear in the 
shape of lower costs—lower social costs 
and lower monetary costs to the individ- 
ual business organization. In fact, even 
the savings in social costs may be meas- 
ured in monetary units. 

Some of these savings to business and 
society are: 


1. Business unit costs: 


A. Lower monetary unit costs result- 
ing from greater plant efficiency in 
using raw materials, equipment and 
labor. It would be unnecessary to 
maintain excess plant capacity to 
handle peak production. 

B. Economies of regularized produc- 
tion may be secured through elim- 
inating wastes of irregular opera- 


tions by spreading fixed (indirect) 


costs over a larger number of units 
of production. 

C. There would be a decrease in the 
expense of training new workers, 
By minimizing the migration and 
deterioration of the plant's labor 
group, labor turnover costs are re- 
duced. 

D. There would be a reduction in the 
necessity for over-time work with 
a corresponding decrease in penal- 
ties for over-time work. 

E. Savings would be made through 
merit rating provisions of state un- 
employment compensation laws. 


2. Social costs (the individual worker) 


A. Tends to promote a feeling of con- 
fidence and security. 

B. Tends to enable workers to plan 
ahead more adequately for the fu- 
ture—marriage, a new home, etc. 

C. Materially assists in raising work- 
ers’ morale. 


3. Social costs (the general public) 

A. Smooths out seasonal variations or 
fluctuations thereby tending to sta- 
bilize the community's economy. 

B. Lowers actual monetary prices of 
goods and services purchased. 

C. Lowers “real” costs by eliminating 
many charity and unemployment 
expenditures. 


As we know too well, the business 
world is subject to alternating waves of 
increases and decreases in business activ- 
ity. Three different types of economic fluc- 
tuations have been noted by the analysts. 

The first is seasonal variations or fluc- 
tuations. These increases and decreases oc- 
cur mote or less regularly at certain times 
each year. Easily recognized typical ex- 
amples are Christmas and Easter buying, 
fruit and vegetable canning, and farm 
crop harvests. 





controllers and financial officers. 


| FIRST—STABILITY! 


In the midst of current discussions of guaranteed wages, it is often overlooked 
| that, in Dr. Baker’s words, “unless a high level of employment stability has been 
| achieved, it is futile to give a guarantee of wages.” Since facts, not hopes, are 
| the bench-marks of controllership, these observations, presented by the author 
at a recent meeting of the Chattanooga Control, will be thought-provoking for 


—THE EDITOR 
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The second is cyclical fluctuations, more 
commonly thought of as the business 
cycle. The cyclical movement includes 
the changes from prosperity to recession, 
to depression, to recovery, and back to 
prosperity, taking a number of years to 
make the complete cycle. 

The third is secular trend which desig- 
nates the long-time growth or decline of 
industries or individual business units. 

The relative possibility of stabilizing 
employment or guaranteeing wages is not 
identical in all lines of economic activity. 
For example: 


. Some industries are subject to a high 
style factor. 

. Certain seasonal industries dependent 

upon agriculture. 

Many industries in the capital goods 
field, such as machine tools, equip- 

ment, etc. 

. Consumers’ durable goods, such as re- 
frigerators, stoves, automobiles, etc. 


_ 


bo 


we 


Some industries are so seasonal that it 
would appear impossible for them to offer 
any kind of guaranteed wage. Many in- 
dustries are severely subjected to seasonal 
fluctuations in the demand for their prod- 
ucts. The weather, the availability of ma- 
terials, and the buying habits of consum- 
ers are some of the elements making for 
seasonal peaks in production. 

The managements of many companies 
have examined the causes of seasonal ir- 
regularities. And many attempts have 
been made to overcome or mitigate them. 
Some companies have smoothed out the 
seasonal effects. by the addition of new 
products which have seasonal highs and 
lows that are complementary, or opposite, 
to the regular line. The combination of 
the ice and coal business, in the retail 
field, would be useful to illustrate this 
method. 

Other industries which were once 
highly seasonal in character, such as ice 
cream, have been able to induce consum- 
ets to purchase their products more uni- 
formly throughout the year. 

However, seasonal variation is not the 
only thing a business enterpriser has to 
contend with. A dynamic society is one of 
constant change and adaption. Many busi- 
ness units are affected by sudden shifts in 
consumers’ buying habits and demands. 
New fashions, new fads, or advertising 
campaigns may cause a particular company 
to suffer a loss of business. 

New inventions may make. the com- 
pany’s product out-of-date. A new tech- 
nological improvement may make it pos- 
sible for a company to sell its products at 
a much lower price, thereby drawing cus- 
tomers away from competitors as well as 
from other lines. 

Economists have long recognized that 
small fluctuations in the demand for con- 
sumets’ goods causes an accelerated or 
magnified fluctuation in the demand for 
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production equipment. An economist’s 
typical example illustrating how a small 
increase or decrease in demand for certain 
consumers’ goods will magnify the fluc- 
tuations in demand for machinery to pro- 
duce these goods, reads something like 
this: 

Assume that a hosiery mill is equipped 
with ten knitting machines, each capable 
of turning out 10,000 pair of hose each 
year. The output of this mill, when work- 
ing at capacity, will be 100,000 pairs of 
hose annually. Assume further that each 
machine has a ten year life so that, on the 
average, one old machine wears out and 
has to be replaced each year. 


CHANGES IN DEMAND 


As long as this hosiery mill is operating 
at capacity, the manufacturers of knitting 
machines can count on selling the mill 
one new machine yearly. 

Now suppose that the demand for hose 
increases ten per cent., so that this hosiery 
mill finds it possible to sell an output of 
110,000 pair of hose annually. In order 
to produce 110,000 pair of hose, the mill 
will now need eleven knitting machines 
instead of ten. Therefore, in this particu- 
lar year, the mill must buy two new knit- 
ting machines instead of the usual one. 
The mill will need one new machine to 
replace the knitter worn out this year, and 
one new machine to take care of the in- 
creased production. 

As a result of increased consumers’ de- 
mand, the mill’s demand for new knitting 
machines has increased 100 per cent. al- 
though the increase in the demand for its 
hose was only ten per cent. 

On the other hand, assume the demand 
for hose had fallen off instead of increas- 
ing. The mill could have sold only 90,000 
pair of hose, for which nine knitting ma- 
chines would suffice. Consequently, the 
mill could have discarded the one worn 
out knitter that year without needing to 
replace it. 

As a result, the mill’s demand for knit- 
ting machines has decreased to zero, al- 
though the decline in demand for hose 
was only ten per cent. 

Industries are affected in different de- 
grees by the alternating swings of the 
business cycle. A higher level of business 
activity continues in industries processing 
foods, soap, and clothing regardless of 
the general low level of activity in other 
lines. The purchase of non-durable con- 
sumption goods cannot be long _post- 
poned. Industries in these fields are in a 
better position to provide stability of em- 
ployment than the durable goods indus- 
tries. 

The greatest curtailment of employ- 
ment occurs in the durable goods indus- 
tries during periods of recession or depres- 
sion. Companies in the machine tool, 
equipment, and producers goods’ fields 
suffer great decline in business. These in- 
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dustries are in no position to control the 
volume of their customers orders. 

Depending as they do upon consumers’ 
demands, it is in the producers and dura- 
ble goods’ fields where stabilized employ- 
ment or guaranteed annual wages would 
be hazardous and expensive. Besides the 
problems of storage and financing, pro- 
duction for inventory would bring forth 
the problems of change in customers’ 
tastes, styles, new inventions, and other 
shifts in consumers’ demands. Consumers 
can, and do, postpone for example the 
purchase of refrigerators, stoves, automo- 
biles, and housing. 

Just because a problem is “a tough nut 
to crack” is no excuse for not attempting 
to solve it. Considerable time and effort 
by business enterprise has already been 
given along this line. Much more time, 
effort, and constructive thinking must be 
devoted to the problems of employment 
stabilization and guaranteed wages. 

Annual wage plans and regularization 
of employment are closely related. Unless 
a high level of employment stability has 
been achieved, it is futile to give a guaran- 
tee of wages. An effective plan of employ- 
ment stabilization would necessitate the 
close coordination of all business units or 
organizations. 

The demand for the products of a 
whole group of our important industries 
is, in economic terms, a derived demand; 
that is, their sales are dependent upon the 
volume of business activity in other lines. 
In a large sector of our economy, an indi- 
vidual company is, as a rule, in no posi- 
tion to take on financial responsibilities of 
the guaranteed annual wage. 

However, important advances are being 
made by certain companies in smoothing 
out the swings of the employment cycle. 
In order to enlarge this number, it would 
be necessary for a closer and more accurate 
scheduling of work and orders throughout 
the whole business community. How far 
this cooperation ‘‘throughout the whole 
business community” could go without 
danger of prosecution under the anti-trust 
laws is unanswerable at the present mo- 
ment. 

The alternative to business enterprise 
solving these problems is, of course, gov- 
ernment subsidization should a majority 
of the people feel that guaranteed wages 
are socially desirable. Government subsidi- 
zation brings forth, in turn, all the attend- 
ant evils of central direction and control 
—presumably by more government bu- 
reaucrats and their red tape. 


Production Planning Analyzed at 
Office Management Conference 
The twenty-eighth annual International 
Conference and Office Equipment Ex- 
hibit, of the National Office Management 
Association, was held in Cincinnati, May 
25-28, 1947. The theme of the sessions 
was ‘‘Production Planning.” 








Highlights on Rulings Published by 
Excess Profits Tax Council 


As the Excess Profits Tax Council ap- 
proaches the close of its first year of activity, 
in July, it is fitting that a review of its activ- 
ity be published at this time. The observations 
which follow were prepared by Mr. Harold 
Dudley Greeley, a member of the Council, for 
presentation before a meeting, on May 27, of 
the New York Society of Accountants, and is 
printed in THE CONTROLLER, by permission, 
concurrently with its appearance in “The Ac- 
countant and Auditor,” which is the official 
publication of the Society. 

The statements of opinion herein express 
the opinions of Mr. Greeley as an individual 
member of the Council and some of them may 
not be in agreement with the opinions of a 
majority of the Council members. Because this 
is not an official ruling by the Council, but 
is merely informative, no statement made here- 
in should be cited as authority in any confer- 
ence before Field Committees or the Council. 

Mr. Greeley is well-known to readers of 
THE CONTROLLER, having been represented 
with articles in its editorial columns during 
the past decade. In addition, Mr. Greeley has 
been counsel for the Controllers Institute of 
America, since its organization in 1931. He 
has also served, in previous years, as professor 
of taxation at New York Law School, exten- 
ston lecturer on taxation at Columbia Uni- 
versity, and at the School of Commerce, New 
York University, as well as being director of 
accounting instruction at Pace Institute, New 
York; vice president of the Walton School of 
Commerce; and for 5 years he was secretary of 
the Taxation Committee, Association of the Bar, 
City of New York. 

—THE EpITors 


The Excess Profits Tax Council, con- 
sisting of 15 Members appointed by the 
Commissioner of Internal Revenue, one 
of whom was designated as chairman, 
was established in the Bureau of Internal 
Revenue by Mim. 6035 (1946-2 C.B. 
97) on July 10, 1946. Mim. 6044 (1946- 
2 C.B. 97), dated July 31, 1946, pre- 
scribed procedures relating to applica- 
tions for relief under section 722 of the 
Internal Revenue Code, the function of 
the Council being to pass finally, so far 
as the Bureau of Internal Revenue is con- 
cerned, upon all such applications by cor- 
porate taxpayers for relief from excess 
profits taxes alleged to be excessive and 
discriminatory. If a taxpayer is unsatisfied 
with the Council’s decision on its appli- 
cation which denies relief wholly or in 
part, the taxpayer may file a petition in 
The Tax Court of the United States, but 
no appeal from The Tax Court’s decision 
can be taken. The Council was created in 
the belief that in many instances disputes 
between the Commissioner and the tax- 
payer could be settled by the Council and 
thus litigation in The Tax Court avoided, 
and this belief is being justified. If the 
Commissioner is unsatisfied with an al- 
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lowance of relief made by the Council, he 
has no redress because the Council has 
final jurisdiction within the Bureau of all 
issues arising under the provisions of sec- 
tion 722, although the Council has no 
jurisdiction over any other issue arising 
‘under any other provision of the internal 
revenue laws, such other issues being 
known as “‘standard issues.” 





Mr. Greeley 


It immediately was obvious that, be- 
cause of the number and the complexity 
of applications for relief, no 15-man 
Council, no matter how well staffed, 
could possibly give adequate considera- 
tion to all applications pending and ex- 
pected. Consequently, the Commissioner 
established in each of the 39 field divi- 
sions of the Income Tax Unit a ‘‘Section 
722 Field Committee,” to function under 
the technical direction of the Council but 
under the administrative supervision of 
the internal revenue agent in charge in 
the respective field division. The field 
committee examines each application and 
recommends to the Council the amount of 
the constructive average base period net 
income allowable under section 722, this 
recommendation being set forth in a re- 
port devoted exclusively to the section 
722 issues. Every such recommendation 
is subject to review by the Council, re- 
gardless of whether the taxpayer agrees 
with the recommendation, but no agreed 
recommendation can be rejected by the 
Council unless rejection is ordered by the 
majority of a panel of at least three Coun- 
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cil Members. The taxpayer always is af. 
forded an opportunity for a hearing before 
the Council, although the taxpayer is re- 
quired to develop its application fully be- 
fore the field committee which alone has 
facilities for verification of claims made by 
the taxpayer. Hearings are held before a 
panel of Council Members or a single 
Council Member depending upon the 
amount of the excess of the constructive 
average base period net income allowed 
by the Council over the average base 
period net income, or the credit based on 
invested capital, used by the taxpayer 
in its excess profits tax return. 


“ABPNI” ANp “CABPNI” 


At this point, two new words should 
be introduced. The terms “‘average base 
period net income’ and “‘constructive 
average base period net income’’ are too 
long for constant oral use and writing, 
and much too long for use on printed 
forms, many of which are columnar 5 x8 
cards. Consequently, the first has been ab- 
breviated ABPNI which was coined into 
a word pronounced exactly as spelled ex- 
cept that the Jetter “P’’ is silent. Like- 
wise, the second term became CABPNI, 
pronounced as spelled except for the 
“P.” These created words ABPNI and 
CABPNI are in constant use and the 
meaning of each should be exactly under- 
stood. 

In order to carry out the purposes and 
functions of the Council, the Commis- 
sioner, by Mim. 6061 (1946-2 C.B. 103) 
issued August 29, 1946, authorized the 
Council to issue rulings and memoranda 
relating to section 722, to be published 
in the Internal Revenue Bulletin. These 
rulings and memoranda are issued over 
the signature of the Chairman of the 
Council and are numbered consecutively 
and designated by the symbols EPC. They 
constitute exceptions to the general rule 
stated on the title page of the Bulletin 
that all published rulings and decisions 
have received the consideration and ap- 
proval of the Chief Counsel for the Bu- 
reau. They are binding upon all revenue 
agents in charge, and upon all heads of 
field divisions of the Technical Staff and 
counsel for such field divisions. Up to 
May 1, 1947, the Council issued 14 
EPC’s. Some of the more interesting fea- 
tures of some of the more important 0 
these EPC’s will be commented upon 
herein. All of them can be found in the 
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Internal Revenue Bulletin and in the 
principal tax services. 

EPC 1 deals with the organization and 
procedure of the Council and its staff of 
attorneys, accountants, and economists 
who constitute its technical advisors, re- 
viewers, and conferees, and with the or- 
ganization and work of the field com- 
mittees. It explains how data are obtain- 
able from the Business and Industrial Re- 
search Division of the Income Tax Unit 
(commonly known as BI) when economic 
advice or research is deemed necessary in 
any case. EPC 2 outlines the procedures 
applicable to consideration by the Coun- 
cil of applications for relief, and to 
certification of field committee recom- 
mendations to the Council. An important 
feature of it is the requirement that the 
file in each case be separated to segre- 
gate the standard issues apart from the 
section 722 issues. Only the latter part of 
the file is forwarded to the Council, whose 
Members ate concerned only with the 
correct determination of the CABPNI 
and are completely uninformed as to 
standard issues. There is one infrequent 
exception to the last statement. When de- 
termination of CABPNI is interrelated 
with or dependent upon determinations 
involving standard issues (for example, a 
section 721 issue for the same taxable 
yeat), the record forwarded to the Coun- 
cil will include a summary statement of 
the facts and conclusions relating to the 
standard issue involved. EPC 2 closes 
with seven forms, one of them being 
Form EPC 1 which is the taxpayer's agree- 
ment to the amount of the CABPNI rec- 
ommended by the field committee. If this 
agreement is approved by the Council, 
this Form EPC 1 is used as the basis 
for closing the case; if the Council dis- 
approves, the Council sends the taxpayer 
a new Form EPC 1 stating the amount 
determined by the Council. 

Another procedural ruling is EPC 7 
which reminds taxpayers that they should 
not waive their rights to a conference 
with the field committee and should not 
submit their evidence in the first instance 
to the Council. In many cases where tax- 
payers have sought to save time by thus 
by-passing the field committee, their sub- 
mitted evidence has been found incom- 
plete; a defect which would have been 
corrected had the field committee been 
given an opportunity to point it out to the 
taxpayer. Also, applications for relief fre- 
quently involve assumptions respecting 
the taxpayer’s business, local conditions, 
ot other relevant factors, the reasonable- 
ness of which can be established only 
after verification by the local field com- 
mittee. In either situation, the Council 
must forward the file to the field commit- 
tee and thus taxpayer's laudable purpose 
tO save time is frustrated. Similar action 
usually is required when the taxpayer in 
conference with the Council presents new 
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evidence not previously submitted to the 
field committee. But in the latter situa- 
tion the Council does not return the file 
to the field committee if the new evidence 
can be verified directly by the Council. 
An example of this recently occurred in 
a matter before the writer. Taxpayer pre- 
sented unverified financial data of a com- 
petitor, the comparability of the competi- 
tor having been established by the field 
committee. It was not necessary to return 
the file to the committee because the new 
data were readily verified by the Council’s 
staff from published financial reports. 


BULLETIN ISSUED 


It was on November 2, 1944, that the 
Commissioner issued the Bulletin on Sec- 
tion 722, designed to indicate the current 
trend of official administrative opinion 
at that date. The Bulletin was prepared 
after much thought by many top men in 
the Bureau, but their section 722 experi- 
ence at that time had been very limited 
and they necessarily had to forecast theo- 
retically what they would do actually 
when specific applications would be pre- 
sented to them. It is not surprising that 
some of the concepts and rules found in 
the Bulletin have since shown a need for 
modification. Obviously, the Council 
could not undertake to rewrite the Bulle- 
tin, nor would it have sought to do so 
until it had acquired its own experience 
with actual applications. But conflicts al- 
most at once began to arise between rules, 
and even concepts, stated in the Bulletin 
and the Council’s own ideas, derived 
from its experience with pending applica- 
tions. Consequently, EPC 3 was issued to 
explain the effect of EPC’s on the Bulle- 
tin. Because the Bulletin does not have 
the force or effect of a published ruling 
or of a Treasury decision, the Council is 
free to modify it, and from time to time 
it has been modified by EPC’s. EPC 3 
points out that the Bulletin will continue 
to serve as a guide in the administration 
of section 722 matters in so far as it is 
not inconsistent with changes announced 
by the Council. EPC’s supersede Bulletin 
statements which are inconsistent with 
them, but failure by the Council to issue 
an EPC on any matter covered by the 
Bulletin indicates neither approval nor 
disapproval of the Bulletin treatment. 

When the Bulletin was being prepared, 
considerable attention was given to sub- 
section (b) (5). In Part VI, after stating 
numerous situations which do not consti- 
tute qualification (and none which do), 
the Bulletin continues, in Paragraph E on 
page 129, “In the light of the limited ex- 
perience of the Bureau * * * it is not 
believed possible at this time to under- 
take to illustrate hypothetical qualifying 
cases.” But in the 214 years which have 
since elapsed, several (b) (5) situations 
have been uncovered. Early in its experi- 
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ence, the Council found a qualifying sit- 
uation, which it noted in EPC 4. That 
situation was one where the taxpayer had 
a base period which did not consist of ex- 
actly 48 months. The Council pointed out 
that the mere fact that a taxpayer is te- 
quired to employ a base period of more 
or less than 48 months does not automati- 
cally qualify it under (b) (5), but that an 
inadequacy of ABPNI might be caused 
by such requirement when coupled with 
some distorting circumstance such as a 
marked seasonal variation in income. 

Another (b) (5) case was described in 
EPC 11. There, a corporation changed its 
method of operating during the base pe- 
riod but could not qualify under (b) (4) 
because the change was not reflected in 
an increased level of earnings which was 
directly attributable to the change. The 
Council allowed it to qualify under 
(b) (5), because it did not believe that 
waiver of the requirement for an in- 
creased level of earnings was inconsistent 
with the principles underlying section 
722(b) or with the conditions and limi- 
tations of that section. The taxpayer had 
demonstrated that its ABPNI was sub- 
stantially less than it would have been 
had no change been made. In Homer 
Laughlin China Company, 7 T.C. 1325, 
the Commissioner had substantially re- 
duced taxpayer's depreciation rates in an 
excess profits tax taxable year, although 
there had been no corresponding reduc- 
tion in the base period, and consequently 
its ABPNI was an inadequate standard 
of normal earnings. This decision does 
not rule expressly upon whether this was 
a (b) (5) case and the Council has not 
ruled on a situation such as this, where 
no event or condition had occurred in 
the base period. 

The Council carefully considered the 
advisability of issuing, at the time EPC 
11 was released, an attempt to state the 
scope and range of the principles under- 
lying (b) (5), but decided against it. It 
was thought that such a statement could 
not be sufficiently particularized at pres- 
ent to be of practical value, but that case 
illustrations should be issued from time 
to time and the generalized summary de- 
ferred until the Council had had more 
case experience. Cases under (b) (5) are 
comparatively rare, as shown by the few 
bona fide applications under it during the 
past four years. This infrequency of ac- 
tual cases wherein the qualifying factor 
is exclusively one under (b) (5) may in- 
dicate that the subsection is not of suffi- 
ciently wide application to justify an ex- 
haustive study at this time. 

The reference in a preceding paragraph 
to (b) (4) suggests the two-year push- 
back rule, one aspect of which is dealt 
with in EPC 5. This EPC attempts to dis- 
pose of an erroneous interpretation of the 
Bulletin which had been brought to the 
Council's attention. That interpretation 
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was that the push-back rule was intended 
merely to overcome initial development 
difficulties and was limited in its applica- 
tion to that part of the development pe- 
riod during which taxpayer was operating 
at a loss. EPC 5 points to a paragraph 
in the Bulletin which clearly negatives 
this mistaken idea. The intention of the 
Bulletin as understood and applied by the 
Council is to permit taxpayers where pos- 
sible under the two-year push-back rule 
not only to overcome losses incurred in 
the initial development of a new or 
changed business, but also to establish 
within the two-year limitation the earning 
level of the new or changed business. 

When a (b) (4) factor occurs within 
the base period but after December 31, 
1939, in the case of a fiscal year taxpayer, 
EPC 9 points out that financial or operat- 
ing results of transactions after that date 
cannot be used in determining CABPNI. 
This follows from the specific directive 
in 722(a) that in determining CABPNI 
no regard shall be had to events or condi- 
tions occurring or existing after Decem- 
ber 31, 1939, except in commitment 
cases, and in (c) cases, and in the latter, 
only for the purpose of determining the 
nature and character of the new business 
begun on or after January 1, 1940. EPC 
9 dealt with a taxpayer which had 
opened new stores in 1940 to which it 
was not committed on December 31, 
1959: 


NORMAL EARNINGS 


After the level of normal earnings as 
of December 31, 1939, has been estab- 
lished, it becomes necessary first to deter- 
mine the constructive earnings for the 
year 1939 and then the constructive 
earnings for 1936, 1937, and 1938. The 
latter usually is accomplished by back- 
casting through the use of indexes in 
which 1939 is treated as 100. The most 
reliable indexes are those based upon 
taxpayer's own experience. Where for any 
reason such indexes cannot be used, the 
next preferable ones are those computed 
from the. experience of a closely com- 
parable business, or from the combined 
experience of several comparable _busi- 
nesses. If none of these can be employed, 
the next preference is the use of appro- 
ptiate industry experience. If none of 
these is available, the last resort is to use 
general business indexes, based upon the 
earnings of all corporations. Three series 
of such indexes can be found in Mim. 
5807 (1945 C.B. 273), and one of these 
three was used by The Tax Court in East 
Texas Motor Freight Lines, 7 T.C. 579. 
EPC 8 calls attention to the differences 
among these three indexes and explains 
why Series C of them generally is prefer- 
able to either of the others. The proce- 
dure for applying Series C indexes is ex- 
plained, and illustrated by a simple ex- 
ample, and no CABPNI should be con- 
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structed by the use of indexes without 
careful study of EPC 8. 

Perhaps the most basically important 
EPC is No. 6 concerned with normal earn- 
ings. EPC 6 is a generalized statement of 
the principles underlying the concept of a 
fair and just amount representing normal 
earnings to be used as a CABPNI for the 
purposes of the excess profits tax based 
on the excess of current earnings over the 
CABPNI. Normal earnings constitute the 
CABPNI which is to be used in lieu of 
the ABPNI determined under sections of 
the excess profits tax law (I.R.C. Ch. 2, 
subchapter E) other than section 722. In 
harmony with Monarch Cap Screw & 
Manufacturing Co., 5 T.C. 1220, the 
term “normal earnings’ refers to that 
standard of earnings, on an annual basis, 
which the taxpayer ordinarily would have 
realized from its business activities under 
usual operating conditions during the base 
period or such other period as may be 
appropriate. Incidentally, The Tax Court 
judge who wrote the opinion in the Mon- 
arch Cap Screw case was Charles P. Smith, 
now a member of the Council and who 
played an important part in the formula- 
tion of EPC 6. 

It was not practicable to key EPC 6 
into the Bulletin by exactly specific refer- 
ences to portions of the Bulletin which 
the EPC approved, modified, or rejected, 
because EPC 6 states general principles 
rather than working rules, but the related 
statements of principles in the Bulletin 
are found in Paragraph E of the Introduc- 
tion, on pages 6 and 7. In the fourth par- 
agraph of the EPC there is a tabulation 
of six topics concerning which the EPC 
makes affirmative statements or changes, 
and this should be a sufficient guide to 
users of the Bulletin. Any statement of a 
general principle, wherever it appears, 
must be interpreted and fitted to a specific 
situation, and it is doubtful that serious 
difficulty will be experienced in applying 
EPC 6 in pending applications. The state- 
ment in the third paragraph particularly 
should be noted: Post-1939 events or 
conditions are not covered by this EPC. 

In determining a fair and just amount 
of normal earnings, ideal working con- 
ditions must never be assumed in the 
reconstruction. For example, cargo barges 
on inland waters where ice prevents navi- 
gation in the winter cannot be assumed 
to have operated every day in the year, 
nor can it be assumed that every barge 
would have been loaded to capacity on 
every trip. Reconstructions must be as 
realistic as possible. A collateral question, 
decided by the Council, is too technical 
to have wide appeal but may be of in- 
terest in a study of EPC 6. The latter pro- 
vides in effect that the granting of relief 
is governed solely by section 722. A sec- 
tion 734 adjustment, in itself, would not 
be a factor which would qualify a tax- 
payer for relief under section 722. Nor 


should a section 734 adjustment be con. 
sidered in determining CABPNI, because 
such an adjustment affects the excess 
profits tax for the taxable year involved, 
which tax is one computed without te. 
gard to section 722. In lieu of such a tax, 
a tax based upon a subsequently deter. 
mined CABPNI is substituted in order to 
grant relief under section 722. 


* EPC No. 13 


An EPC closely related to No. 6 is 
EPC 13 which is concerned with the 
recognition of fluctuations and trends in 
determining CABPNI. It would be prac. 
tically impossible to find a business with 
no fluctuation in net income, where, for 
example, the net income (in hundred 
thousand dollar units) was 2.5 in every 
one of the base period years. Where net 
income for 1936 was 1, for 1937 was 2, 
for 1938 was 3, and for 1939 was 4, the 
average would be 2.5 but the taxpayer 
obviously experienced growth. EPC 13 
deals with growth cases but the growth 
must be shown to have been relatively 
permanent before effect can be given to 
it in reconstruction. 

An important point in EPC 13 is its 
ruling on the “growth formula” found 
in section 713(f). The Tax Court had 
held in The Homer Laughlin China Com- 
pany, 7 T.C. 1325 that the section 713(f) 
method could not be applied to recon- 
structed net incomes of base period 
years; in other words, that computation 
under section 713(f) cannot be utilized 
to establish CABPNI when the construc- 
tive net income for separate base period 
years had already been determined. But 
the Council does not interpret this de- 
cision to mean that the growth formula 
cannot be used, when appropriate, in de- 
termining CABPNI from net incomes of 
separate years which have not been com- 
pletely reconstructed. In the Council's 
opinion, as indicated by EPC 13, the 
growth formula is merely an expedient, 
like the fitting of a line on a chart by the 
use of the Least Squares Method to indi- 
cate the point of time at which levelling 
off may be expected after growth. In 
paragraph 9(c) of the EPC, this is ex- 
plained by stating that» when correction 
for the growth factor has not been com- 
pleted in the yearly reconstruction, full 
recognition of growth may be achieved 
by determining taxpayer's normal earn- 
ings level “through the use of any ac 
cepted statistical method including the 
growth formula.” 

The necessity for employing a statis- 
tical method (for example, the growth 
formula) instead of the arithmetic avet- 
age usually arises when the earlier three 
years have been reconstructed from 4 fe- 
constructed 1939 by the use of indexes 
which themselves typify growth. Assume, 
for example, that taxpayer’s net income 
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(in hundred thousand dollar units) was 
2 in 1936, 5 in 1937, 4 in 1938 and 8 in 
1939. This series clearly indicates 
growth. Now assume that the net income 
for 1939 was reconstructed as $900,000. 
If the earlier years were reconstructed by 
using indexes based on the taxpayer's 
own experience, it is evident that the 
constructive net income for 1936 would 
be unduly low and that the arithmetic 
average would not provide a fair and just 
CABPNI. In such a situation, the growth 
formula could be used, because the 
growth factor had not been fully recog- 
nized in the reconstruction. 

Paragraphs 9(a) and 9(b) illustrate 
situations where use of the growth for- 
mula would not be proper. In (a), each 
of the earlier years would be recon- 
structed in detail, as to both income and 
expense, on the assumption that the earn- 
ing capacity established for 1939 existed 
throughout the base period. This method 
would give full effect to any growth fac- 
tors found to exist and, consequently, the 
arithmetic average should be used. The 
only fluctuations from year to year would 
be those due to general economic or oper- 
ating conditions. Likewise, in (b) full 
effect would be given to growth and the 
arithmetic average would be proper. In 
the situation covered by (b), the earlier 
years are reconstructed by applying, to the 
reconstructed 1939, the experience of com- 
paratives, industry indexes, or one of the 
general business indexes, when the com- 
parative or the index used does not in it- 
self typify growing business experience. 

The other portions of EPC 13 seem to 
require no detailed comment, but atten- 
tion should be called to paragraphs 2 and 
3. In the former, the Council states that 
in its opinion the methods used in deter- 
mining CABPNI are neither controlled 
by nor limited to those applied in the 
establishment of ABPNI in non-722 
cases. If non-722 methods are appropri- 
ate, they may be employed. For example, 
the base period prescribed in section 
713(b) is practical and appropriate and 
may be, usually is, used in determining 
CABPNI. But the 75 per cent. provided 
in section 713(e) (1) has no relationship 
to cause and effect, and The Tax Court, 
in Stimson Mill Company, 7 T.C. 1065, 
properly held that it could not be em- 
ployed in a section 722 application. Para- 
gtaph 3 points out the fundamental dis- 
tinction between the inflexible methods 
used in determining ABPNI and the 
flexible, discretionary methods permitted 
in determining CABPNI. 


ANTI-TRUST VIOLATIONS 


A somewhat unusual but important 
matter is covered by EPC 10, namely, the 
effect of a violation of Anti-Trust Laws. 
The Council is not a court but an admin- 
istrative body whose sole function is the 
determination of CABPNI in any appli- 
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Frontiers of Production 


Most of our lifetime, we have 
been trying to persuade people to 
do things in a better, more efficient 
way. The war has proved that the 
op portunities obtainable through the 
use of improved methods are almost 
without limit, and the farther you 
go, the more important such im- 
provements become. In the future, 
however, I am convinced we are not 
going to have much time for per- 
suasion. It is going to be a matter 
of best serving those who have seen 
the opportunity and recognized their 
obligation to make the most of it. 

This business of keeping up with 
advancing technology and methods, 
with shifting markets and new dis- 
tribution techniques, is one of per- 
petual change. Today's solution is 
always sure to be tomorrow's prob- 
lem. That's obsolescence—and it is 
the natural and normal result of com- 
petition, which sets the pace of prog- 
ress in any industrial civilization. 

These are serious times. We have 
listened for years to the woeful, dis- 
couraged cry of a mature economy. 

Then suddenly, we find the cur- 
tain lifting, and we realize that the 
frontiers of production are without 
limit; that there lies before us— 
not only here, but in all the world 
—the opportunity for a life of such 
abundance as no one ever dreamed. 

But with this changing view there 
comes enormous responsibility. It 
calls for statesman-like thinking on 
the part of everyone—managers and 
workers, producers and consumers, 
taxpayers, and those on the public 
pay roll. 

In this world, there is no longer 
place for anyone to reap all of the 
profits that the traffic will bear. And 
broadly speaking, that means in prof- 
its, gains and security of every kind. 

We must work, we must take ad- 
vantage of the opportunities before 
us—that our fellowman—abroad, as 
well as here at home—may share in 
this abundance. 

Profits must be made—not as an 
end in themselves—but as the 
means of sustaining an expanding 
consumption. As wages are in- 
creased, working hours reduced, 
and other benefits achieved there 
must be an increasing gain in pro- 
duction. In that way alone can we, 
who are seated here tonight, avoid 
the chaos that would come with the 
complete reversal of all human 
progress. 

Charles J. Stilwell 
President, The Warner & Swasey Co. 
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cation for relief referred to it. Conse- 
quently it will not attempt to determine 
whether an anti-trust statute, or any other 
law, has been violated. Nor will a viola- 
tion in itself disqualify an otherwise qual- 
ified taxpayer from relief. But, on the 
other hand, if a taxpayer violated an anti- 
trust law and thereby depressed its base 
period earnings, that fact alone will not 
qualify it for relief. The basic rule stated 
in EPC 10 is that earnings attributable to 
violations of anti-trust laws will not be 
included in normal earnings. Violation 
will be deemed established where the 
violation is acknowledged by taxpayer, or 
where it has been found to exist after 
adjudication, either civil or criminal, by 
a court, commission, or other tribunal of 
competent jurisdiction. Where taxpayer, 
although itself innocent, was a member 
of an industry characterized during the 
base period by violations of anti-trust 
laws, and its earnings were abnormally 
low as a result of the industry’s practices, 
the taxpayer might qualify under (b) (5). 


EPC 12 


Early in its existence the Council 
found that occasionally applications pre- 
sented to it seemed so obviously without 
merit that the elaborate computation of a 
CABPNI appeared to be a waste of time. 
Yet such applications could not properly 
be dismissed without some sound reason. 
Thereupon the Council attempted to es- 
tablish tests, applicable to subsection (b) 
cases, which would obviate the ultimate 
test of a comparison of CABPNI with 
ABPNI or with the credit based on in- 
vested capital. These tests are codified in 
EPC 12, which deals with tests of the 
qualifying event or condition. Failure to 
meet this preliminary test justifies rejec- 
tion of an application. 

Two general tests are provided in EPC 
12. The event or condition must be iden- 
tifiable as the cause of depressed base 
period net income or as the cause of an 
increase in normal earning capacity; and 
the effect of the event or condition on 
items of gross income or expense must be 
measurable. In addition, the event or con- 
dition must meet the specific tests required 
for qualification under one or more of 
the five subdivisions of section 722(b). 
The specific tests under each subdivision 
are discussed in this EPC, and attention 
is called to some of the comments on 
them. Under (b)(1), the event itself 
must cause a substantial increase in ex- 
pense or a substantial reduction in in- 
come. The taxpayer does not qualify, for 
example, if a strike stopped production 
when inventories were sufficiently large 
to bridge the gap until production was 
resumed; nor does it qualify if a loss of 
sales was made good in the base period 
by an increase after the event or condition 
had ceased to exist. The tests under 
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(b) (2) are similar; in practice, it is un- 
important to try to differentiate exactly 
between these two subdivisions, because 
if taxpayer is qualified under either, it is 
entitled to demonstrate, if it can, what 
its CABPNI should be. Incidentally, it 
makes little difference which grounds are 
specified in the tabulation on page 3 of 
Form 991; some taxpayers check all 
grounds and some check none, but al- 
most all check (b) (5) on the erroneous 
assumption that that subdivision is a 
catch-all to justify relief if all other 
grounds fail. An application for relief 
will be considered by the Council if tax- 
payer qualifies under any one of the five. 
Care shouid be taken, however, not to 
attempt to assert a new ground for relief 
in an application filed after the statute 
of limitations has run. 

In both kinds of cases under (b) (3), 
a statistical study is required, extending 
over a period much longer than the four 
pre-war years. In (b) (3), as in the two 
preceding subdivisions, tests are provided 
to disclose the existence of adverse fac- 
tors which reduced net income during the 
base period. In (b) (4), the tests are to 
disclose the existence of a higher earning 
capacity created before 1940 but occur- 
ring too late to have been fully effective 
throughout the base period. These are the 
cases of commencement or change in 
business. Under (b) (5), some specific, 
identifiable factor not covered by the four 
preceding subdivisions must be found, 
which must have affected taxpayer's busi- 
ness in a way not inconsistent with the 
principles underlying section 722(b) 
and with the conditions and limitations 
of that section. As pointed out in a pre- 
ceding paragraph, the case experience of 
the Council to date has not been sufh- 
ciently extensive to warrant a listing of 
probable (b) (5) situations. 

The last EPC issued was No. 14, which 
dealt with the established, but sometimes 
overlooked, variable credit rule. The rea- 
son for issuing EPC 14 was not to em- 
broider the explanation of it given in 
the Bulletin and the Regulations, but 
to state the Council's conclusion that the 
tule had been neither modified nor re- 
voked by The Tax Court in East Texas 
Motor Freight Lines, 7 T.C. 579. In this 
EPC, the Council goes on record by stat- 
ing that in its opinion the variable credit 
rule is a sound and proper interpretation 
of the statute, necessary in determining 
a fair and just amount of normal earn- 
ings. 

It is evident to anyone familiar with 
this highly complex subject that the 
Council has not yet issued rulings on sev- 
eral vitally important phases of the prob- 
lem of affording relief. You may be sure 
that the Council is studying them, and 
that it will issue EPC’s relating to them 
as soon as its paramount duty of dispos- 
ing of pending applications permits. 
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Plant Replacement Fund Issue 
Troubles Management 


Solutions to the problem of obtaining 
additional funds to pay for replacement 
of present plant and equipment at prices 
far higher than those anticipated only a 
few years ago have thus far centered in 
setting up special reserves for this pur- 
pose and in advocating different deprecia- 
tion methods, it is pointed out by Thomas 
O. Waage in ‘The Journal of Com- 
mercé.”’ 

One company has tfe-instated on its 
books certain facilities which were fully 
amortized for income tax purposes, while 
another has announced that it is consider- 
ing such a course. 

The first corporation has pointed out 
that the amount re-instated, approximately 
$9,600,000, “will be subject to regular 
depreciation in the future, which will not 
be deductible for Federal income tax pur- 
poses,” but it is noteworthy, says Mr. 
Waage, that the net effect will be to pro- 
vide the company in time, with deprecia- 
tion reserves that will be more adequate 
for replacing these facilities at a high 
price level than they would otherwise be. 

The management of the second com- 
pany, told stockholders in the annual re- 
port that it was having an enginering sur- 
vey made, and, based on this report, 


would “give consideration, in accordance 
with accepted accounting practices, to te. 
instating in the accounts any excess amor- 
tization which may have previously been 
taken.” 

The result of such action, it was ex- 
plained, would be “additional deprecia- 
tion charges against earnings in the future 
years during the remaining life of such 
facilities.” These charges, too, would pro- 
vide additional funds. 

This method, Mr. Waage notes, has 
some of the virtues of applying a kind of 
LIFO policy to fixed assets, a practice that 
has been discussed recently in manage- 
ment circles where the last-in, first-out 
method of valuing inventories has proved 
beneficial. 

It has also been suggested that some 
method of allowing for heavier deprecia- 
tion charges in the early years of the life 
of fixed assets would be valuable, and it 
is now possible that some declining bal- 
ance method will be permitted under te- 
cent rulings of the Internal Revenue Bu- 
reau, declares Mr. Waage. 

The problem, however, is one that man- 
agement feels must soon be solved by one 
means or another. 


Plant and Equipment Expenditures Plans 
of U. S. Business 


American business, exclusive of agri- 
culture, expects to spend about $3.6 bil- 
lion during the first quarter of 1947 for 
the construction of new plant and the 
purchase of new equipment, according to 
the quarterly survey made public jointly 
by the Securities and Exchange Commis- 
sion and the Department of Commerce. 
This amount is approximately the same as 
the record expenditures planned for the 
fourth quarter of 1946 and $300 million 
greater than actual expenditures for the 
third quarter. 

Since the beginning of 1945 there has 
been a steady increase in expenditures for 
new plant and equipment, with estimated 
outlays in the first quarter of 1947 about 
65 per cent. greater than in the corre- 
sponding quarter of 1946 and over three 
times those in the first quarter of 1945. If 
the anticipated expenditures for the first 
quarter of this year eventuate, they will 
be at an annual rate more than 75 per 
cent. above the $8.2 billion expended in 
1941. Taking into account ‘the substantial 
price increases since 1941, resulting ex- 
penditures would still be higher than in 
that year. 

Planned expenditures by manufacturing 
and mining companies for the first quar- 


ter of 1947 are estimated at $1.9 billion, 
more than half the total for all industry. 
Of this sum, manufacturing alone ac- 
counts for $1.8 billion, about 75 per cent. 
of which is for the purchase of equip- 
ment. Manufacturing and mining com- 
panies anticipate a decline in expenditures 
during the first quarter of 1947 as com- 
pared with the preceding quarter. Com- 
mercial and miscellaneous companies and 
railroads, however, expect to increase 
their capital outlays, while gas and electric 
utilities anticipate spending about the 
same amount as in the fourth quarter of 
1946. 

It is possible from the survey to com- 
pare actual expenditures with those that 
had been previously anticipated by the 
companies. During the third quarter of 
1946 the aggregate amount expended on 
new plant and equipment by industry was 
approximately the same as planned. Com- 
mercial and miscellaneous, mining, and 
the smaller manufacturing companies 
made nearly 8 per cent. larger outlays 
than had been anticipated. This was off- 
set by railroads and the large manufactur- 
ing companies whose expenditures were 
less than had been planned. 
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Suggestion Systems 


As comptrollers you have moved for- 
ward from the narrow concept held by 
certain accountants. You are now view- 
ing your organization with a broader 
viewpoint and attempting to evaluate 
all functions to determine their place 
in the organization. This is not meant 
to be supercritical of accountants; sel- 
fish or short-sighted concepts are held 
by many engineers, salesmen, shop 
men and, alas, even personnel men. Too 
many men in our modern industrial or- 
ganizations are so intent on getting 
ahead in their own chosen field that 
their concept of the importance of their 
function as related to the others is as 
distorted as the traditional New York- 
e's idea of the United States. 

When one begins to study the over- 
all industrial organization, he realizes 
that not only is there a formal organi- 
zation, represented by the fancy charts, 
but also, side by side, there is a social 
organization. It is through the turmoil 
within and disintegration of this social 
organization that our present unrest 
has come about. We have only recently 
begun to seriously study the problem, 
but its importance is very aptly stated 
by Roethlisberger in the following quo- 
tation from his pioneer book, ‘‘Man- 
agement and Morale’’: 


". 44. primitive man attaches primary 
importance to the social organization of 
the group; his economic life is completely 
subservient to it. Primitive belief assumes 
that by strict upholding of the tribal cus- 
toms expressing social organization it can 
meet the exigencies of nature—a food 
shortage or drought, for example. Modern 
belief, on the other hand, assumes that by 
the efficient production and distribution 
of goods, it can fulfill the demands of 
human nature. As a result we have the 
goods but the natives have the morale. 
“it is needless to point out that neither 
position is tenable. However, it is much 
easier to see the absurdity of primitive 
belief than to see the absurdity of our 
own,” 1 


Iam not an authority on industrial 
relations. I do not know the answers to 
our present day problems. But I do 
know we must work to reconcile our 
gteat technical progress with our social 
heritages. People must again be per- 
mitted to feel and be important in their 
environment. 

You are perhaps wondering what all 
this has to do with suggestion systems? 


ee 
"See pb. 66, Management and Morale, F. J. 
Roethlisberger Howard University Press, 1943. 


By B. A. Hindmarch 


Well, present day scientific manage- 
ment is concerned with these problems 
involving the human factor, and this 
concern has stimulated research in per- 
sonnel work. The research has resulted 
in the creation of new personnel tools 
and the improvement of old ones. Ex- 
amples include: Non-directive counsel- 
ing, training, indoctrination programs 
and suggestion systems. 

Suggestion systems as such are not 
new. There were plans in existence in 
the United States before the turn of the 
century. But it was this new interest in 
human relations plus the need for all- 
out production because of World War 
II that stimulated the remarkable growth 
of suggestion systems over the United 
States. 

SYSTEM DEFINED 


And now, what are suggestion sys- 
tems? A suggestion system is any plan, 
no matter how informal, whereby em- 
ployees are provided with an effective 
means of getting their ideas reviewed, 
acted upon, evaluated and rewarded by 
management. Will you please note that 
there are in this definition four require- 
ments any one of which, if omitted, 
emasculates the thing defined? Enumer- 
ated in another fashion these four 
points become: 


(1) Fazr, impartial and impersonal re- 
view of the idea. 

(2) Prompt, effective action upon the 
idea, either a fully understood rejec- 
tion, a suitable amendment, or in- 
stallation. 

(3) Fair evaluation in terms of compatri- 
son with other ideas and the practi- 
cal operating realities of the situation 
affected by the idea (not in terms of 
what the worker regards as account- 
ing fictions). 

(4) and satisfying personal recognition 
and reward. 

A system can be set up to cover these 
four requirements that is simple and in- 
formal or it can be very elaborate and 


expensive to install. The system can be 
installed by an outside concern special- 
izing in such work, or it can be devel- 
oped within the organization. Any of 
the plans will work providing the four 
requirements are fulfilled. 

In adopting a plan, the following are 
the essential areas to be studied: 


. Organization 
. Evaluation 

. Awards 

. Eligibility 

. Identity 


. Promotion 


AU BRWN 


ORGANIZATION 


Ordinarily the suggestion system is 
considered a part of the industrial rela- 
tions division, although there are some- 
times exuberant partisans who feel the 
administrator of the system should re- 
port directly either to the president or 
executive vice president of the organi- 
zation. Their argument is that only by 
having direct access to top management 
can the administrator overcome the re- 
sistance of some of supervision, assure 
the suggestor of a fair deal and obtain 
the maximum effectiveness from the 
system. 

Regardless of where the authority is 
placed, the administrator to properly 
head the program should have a good 
knowledge of the operations of the 
concern plus the ability to meet and 
deal with people. 

As to the additional personnel needed 
to make the system work at maximum 
efficiency, this would vary depending 
on the size of the organization, the suc- 
cess of the system as time goes on, and 
on how elaborate the system is planned 
to be. Naturally, stenographic help is 
needed. An investigator is needed to 
check on the merits of the suggestions; 
make recommendations; see that sug- 
gestions, once approved, are placed in 
effect. In some cases the administrator 
can also be the investigator. 





cago. 





| BACKING THE SYSTEM 


Better no suggestion system, declares Mr. Hindmarch, than one that is 
adopted on a “thing to do” basis, without solid evidence of interest and support 
by top management. Properly set up, however, a suggestion system offers an 
excellent way of gaining employee cooperation, in the opinion of the author, 
who is manager of the suggestion system of American Steel Foundries, of Chi- 


—THE EDITOR | 
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As to office space, there will be needed 
desks and files. If the administrator 
cannot be given a private office, ar- 
rangements should be made to give him 
a place where he can talk with sugges- 
tors in privacy, as they will not make 
the vital contacts with the administra- 
tor unless this is assured. 

A committee composed of persons 
high in the organization is needed to 
pass on suggestions. The different de- 
partments should be represented, so 
that the committee has a broad view of 
the entire picture. Here it is extremely 
important that the entire committee be 
sold on the system and willing and 
eager to do all they can to make it work. 
In any organization it does not take the 
grapevine long to let the lower hier- 
archy know that certain elements in 
top management are not in favor of the 
plan. Remember that unless support is 
given at the top, the supervisors down 
the line will not encourage it at their 
level. Such a tool of human relations as 
a suggestion system can become a Frank- 
enstein if not run fairly. Conditions 
will not be static but will be mobile, 
either good or bad, depending on the 
efforts behind it. 

The committee, in addition to pass- 
ing on suggestions, usually determines 
policies for the system. Close collabora- 
tion between the committee and the ad- 
ministrator will result in an efficient 
system, as the committee will be kept 
fully informed as to conditions in the 
shop, while the administrator will have 
an excellent source of consul. 


EVALUATION 


It is the usual practice for copies of 
all suggestions submitted within a spec- 
ified period (usually one week) to be 
given to the committee members before 
the meeting, in order that they may 
study and investigate any that apply to 
their work. At the same time the inves- 
tigator checks into all suggestions and 
submits the results of his studies, along 
with his recommendations, to the ad- 
ministrator, so that he is prepared to 
make his recommendations at the com- 
mittee meeting. 

When the committee meets, each sug- 
gestion is discussed; and unless the 
committee then feels that additional in- 
formation is needed, a decision is 
reached. In most of the cases with which 
I am familiar, this is by a majority vote 
of the committee. 


AWARDS 


Suggestions that are approved are 
usually granted cash awards. Sometimes 
merchandise is given, and during the 
war, bonds and bond savings stamps 
were sometimes used in lieu of cash. A 
few, I understand. do not make any 
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tangible awards but are motivated by 
the desire for personal recognition. 
Generally speaking, it is agreed that 
cash always makes an acceptable award. 

Distinction is usually made between 
tangible and intangible suggestions. 
Tangible suggestions refers to those 
where the savings from the suggestion 
can be determined. It is common prac- 
tice to give the suggestor a percentage 
of the first year’s savings in determin- 
ing the award. Ten per cent. of the net 
or gross savings is the most commonly 
used. 

In order to secure supervisory partici- 
pation, it is recommended that all 
awards be made by the suggestor’s im- 
mediate supervisor, as this serves to 
keep the supervisor informed as to the 
actions of his men and also gives the 
suggestor the feeling that his sugges- 
tions are considered worthwhile and im- 
portant. His supervisor is his boss and 
represents management to him more so 
than some staff official whom the worker 
may not even know. 

Therefore it is vital that the super- 
visors be sold on the suggestion system 
so that they will constantly encourage 
their men to submit suggestions. This 
selling job can be accomplished by the 
use of training programs and by their 
observing the actual results from the 
use of a properly managed system. 

A word of caution is necessary if 
management criticizes its supervisors 
because their men have submitted ideas 
that management believes their super- 
visors should have developed. Then the 
natural reaction will be that the super- 
visors become sour on the system and 
the benefit of teamwork and the com- 
bined thinking of all will be lost. 

The method of handling rejections 
determines to a great extent the success 
of a system. Suggestors must be told 
the results of the investigations of their 
ideas. They must be told the reasons 
not the excuses why their suggestions 
cannot be used. If the explanations are 
presented in a sincere courteous man- 
ner and completely explained in simple 
terminology as to why the suggestions 
are rejected, then one of the main 
sources of trouble will be eliminated. 


ELIGIBILITY 


A major decision to be made is 
whether or not to allow supervisory em- 
ployees to participate in the system. In 
general, whenever supervisors are eli- 
gible, they are not allowed to submit 
suggestions pertaining to their own de- 
partment. 

The advantage of their participating 
is that they should submit a better qual- 
ity of idea than the rank and file. The 
disadvantages are that it places the 
worker and his supervisor in competi- 
tion, which may cause conflicts. The 


worker will not seek his supervisor's 
aid in writing up his idea, if he fears 
it may be stolen. In my opinion it is 
better to exclude supervisors in order 
to obtain the maximum in better rela- 
tions with your workers and to attempt 
to stimulate ideas from supervisors in 
other ways. 


IDENTITY 


Identity refers to whether or not the 
suggestor shall sign his name to the 
suggestion form at the time he places 
it in the box. There are three possible 
methods: 


1. Where he does not sign his name but 
is identified by the number shown on 
the suggestion form and on the stub 
retained by the employee. 

2. Where he is required to sign his name. 

3. Where signing his name is 0 ptional. 


All three plans have strong sup- 
porters. A great deal would depend on 
the type of employee relations enjoyed 
by a particular concern in deciding on 
which plan to use. If relations are bad, 
it would be best to use the anonymous 
plan to insure suspicious employees of 
fair play; if very good, it may be in 
order to require a signature on the 
blank. But the optional plan seems to 
have the most merit, as it allows for 
signatures on the constructive sugges- 
tions and at the same time leaves the 
way clear for unsigned suggestions re- 
flecting on employee morale. An alert 
management can do much with these 
latter suggestions to eliminate or te- 
lieve sources of employee complaints. 


PROMOTION 


A suggestion system thrives on pub- 
licity. In this respect it is similar to the 
safety program, in that there is need 
for a constant flow of promotion ma- 
terial. 

This does not mean that the material 
must be expensive. Much of it can be 
home-made, and, by use of ditto and 
multigraph forms, can be pertinent to 
the particular problems of the individ- 
ual concern. However, if needed, there 
are Outside concerns that make a spe- 
cialty of selling suggestion blanks, sug- 
gestion boxes, posters—in fact, they 
will sell you a complete system, if you 
so desire. 

In general, the basic publicity me- 
diums needed would be posters to stim- 
ulate ideas plus bulletins to announce 
the results of the committee’s actions. 
A booklet explaining the system to the 
employees is also an excellent idea, ot, 
if this cannot be done, to at least have 
a portion of the employees’ handbook 
devoted to the suggestion system. Fi- 
nally, if your concern is fortunate 
enough to have an employee publica- 
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tion, then this offers the very best way 
of advertising the system, due to our 
well-known pleasure in seeing our 
name or picture in print. 

We have briefly covered the prob- 
lems to be faced in setting up a sugges- 
tion system; to conclude, let us evalu- 
ate the importance of suggestion sys- 
tems and their legimate objectives. 


To employees: Gives them a chance to 
feel important, attack personal and pro- 
duction problems through an added chan- 
nel which provides them with an addi- 
tional way to actually identify themselves 
with the Company, to air dissatisfactions 
and gripes, and to make additional 
earnings. 


To employers: An aid in improving 
employer-em ployee relations. (I must add 
that unless top management really sup- 
ports the system and sincerity is the basis 
for the program, the system may have 
just the opposite fet. ) The benefit of 
ideas from all employees, which, in many 
cases, results in lower costs and increased 
productivity. Also, supervisors will be 
kept on their toes because of the sug- 
estion system. 

The mutual benefits to be derived from 
the use of a suggestion system can be its 
contribution to the growth of a feeling of 
solidarity in the organization, reducing 
the gap between the formal and soctal or- 
ganizations. 


Remember, as Mr. Lawrence Appley 


The Controller, June, 1947 
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GROWTH OF FIVE-DAY WEEK IN OFFICES 
Number of Days per Week Worked by Clerical Employees in Cooperating Companies 


Cities Present Number of Days per Week Wartime Number of Days per Week 
5 Days 514 Days 6Days Other 5 Days 514 Days 6Days Other 

Atlanta 13 1 — — 6 6 1 1 
Baltimore 18 — — — 6 3 4 — 
Boston 23 2 1 2 11 9 4 4 
Buffalo 8 2 1 2 Z 6 3 2 
Chicago 26 4 2 5 9 15 8 5 
Cincinnati 15 3 — 1 7 6 2 4 
Cleveland 11 4 1 1 1 6 7 3 
Detroit 25 4 — 1 5 11 11 3 
Houston 11 3 1 -- 2 6 6 1 
Los Angeles 23 2 3 2 3 14 10 3 
Louisville 5 1 — — 3 3 — — 
Milwaukee ers 4 — 1 6 6 1 4 
Minneapolis-St Paul 16 1 2 1 7 9 3 1 
Newark 14 2 — — 6 4 4 2 
New York 50 6 1 7 33 18 6 7 
Philadelphia 19 4 1 — 9 6 6 3 
Pittsburgh 15 1 1 — 9 3 1 4 
St. Louis 18 4 a= — 10 6 2 4 
San Francisco 16 4 — — 4 11 1 3 
Seattle 9 2 — — Z 1 4 4 

TOTAL 346 54 14 23 141 154 84 58 


GRAND TOTAL 437 


—National Industrial Conference Board. 





of Montgomery Ward is constantly 
pointing out, the present-day trends 
have more or less standardized wage 
rates and selling prices, so that the only 
major competitive factor left is produc- 
tivity. We can no longer drive people 
to work, so in order to survive we must 
devise ways and means to get employee 
cooperation. I think the suggestion sys- 
tem offers one very excellent way of as- 
sisting in obtaining this cooperation. 


Helping Other Countries 


To Help Themselves 


Turkey has been selected as the first 
subject for a series of case studies by the 
Twentieth Century Fund of how Ameri- 
can financial resources and technical skills 
might be used to assist other countries to 
develop their own possibilities and attain 
higher living standards for their citizens, 
according to an announcement by the 
Fund. It will make at least two other such 
studies during 1947. 

The Fund has appointed Max Weston 
Thornburg to direct the investigation of 
Turkey's resources and development and 
investment possibilities. Mr. Thornburg, 
internationally known engineer and busi- 
hess consultant, served during the war as 
Special Assistant to the Under-Secretary 
and Petroleum Adviser to the Department 
of State. He was formerly chairman of 
the Board of Engineers of the Standard 
Oil Company of California, and has had 
extensive business and engineering expe- 
tence in Europe and Asia as well as in 
the United States. He spent ten years in 
the Middle East as vice-president in 
charge of operations for a large oil com- 
pany. Associated with Mr. Thornburg 





will be Graham Spry, who has had wide 
experience in economic investigations and 
has written on economic and social sub- 
jects. 

Mr. Thornburg and Mr. Spry will 
make an extended visit to Turkey in the 
near future and hope to have the coopera- 
tion of the Turkish government in mak- 
ing their survey. They will recruit a local 
staff in Turkey to assist them in gathering 
facts and preparing their report, which 
they plan to complete within a year. 

In describing the new survey, Evans 
Clark, Executive Director of the Twen- 
tieth Century Fund, said: “We are sched- 
uling studies of countries in both the 
Eastern Hemisphere and the Western 
Hemisphere. We expect to make definite 
announcement of other studies shortly. 
The Board of Trustees of the Fund has 
authorized three surveys as an initial ex- 
periment, and if they are successful prob- 
ably the Fund will make additional in- 
vestigations of conditions in other coun- 
tries. 

“In going into a country, we are trying 
to select research staffs of persons of out- 





standing competence who have some spe- 
cial background and knowledge of the 
region being studied. In each case they 
will make a study of the history, eco- 
nomic organization and resources of a 
country as a base to consider future devel- 
opments. They will look for opportunities 
for American investment in the country, 
both by private citizens and business 
groups and by the American government 
acting through the Export-Import Bank 
or the Bank for International Settlements. 
They will try to point out how American 
capital and managerial and _ technical 
skills can assist in starting needed local 
developments, such as railroads and trans- 
portation systems, electric power plants, 
health and school services, and useful 
commercial enterprises of all kinds. 

“Our primary purpose, however, is not 
to point out money-making opportunities. 
The goal of these surveys is to make sin- 
cere and useful suggestions as to how 
American money and American products 
and technical knowledge can work in con- 
junction with the human and material re- 
sources of the country itself to help its 
people to raise their standards of living. 
We want to help the country to attain the 
material and social well being, the im- 
proved health and educational services 
and higher living standards generally, 
that modern technology makes possible.” 


Statements of Accounting Policies 


An article entitled “Statements of Ac- 
counting Policies” was published in the 
January, 1947 issue of “The New York 
Certified Public Accountant.” The au- 
thor of the article is John W. Clarke, 
certified public accountant, who is a 
partner of the firm of John Clarke and 
Company, New York, and a director of 
Vanco Engineering and Manufacturing 
Company, Inc. of Trenton, New Jersey. 








The most recent handbook of the 
Controllers Institute of America con- 
tains the proceedings for only the 14th 
Annual Business Meeting.* The con- 
tents of the handbook cover a surpris- 
ingly wide range of topics covering the 
many duties of the controller. The com- 
parative youth of this organization and 
the widening scope of responsibilities 
found in the hands of the controllers 
makes difficult the task I have assumed 
of outlining the professional training 
of the controller. The total number of 
duties assumed by controllers who are 
members of The Institute is matched 
only by the variety of combinations of 
such duties which is found in the hands 
of any one controller. This would indi- 
cate that this professional field is just 
beginning to carve out its area in the 
organization chart and therefore to pre- 
sent the goal for any training program. 

During the late war, the controller’s 
office frequently was the place where all 
new jobs were turned over for action, 
whether it was contract re-negotiation, 
retirement schemes, or filling out the 
interminable government questionnaire. 
This was not surprising since the con- 
troller was in a strategic position near 
the top executive and therefore in the 
fortunate or unfortunate position of be- 
ing close at hand when the new and 
troublesome job came to the president’s 
desk. The temerity of a person who 
proposes a training program for a pro- 
fessional field which is changing so 
rapidly and constantly growing must be 
in direct ratio to his ignorance and in- 
experience in the field of the control- 
ler’s responsibilities. On that basis I 
qualify as an expert and therefore pre- 
sent my suggestions for a program. 

In presenting a training program for 
controllership or any professional field, 
particularly when it is still growing, we 
must be’ careful to draw up a program 
not for the job as it once was, perhaps 
as you remember it, nor even as it now 
is. The training should prepare the new 
controller for the job as it will be when 
he is ready to assume responsibilities. 
This calls for a degree of skill and fore- 
casting which is great indeed for the 
field of controllers. The past experience 
of practicing controllers can be at best 
only a partial guide to the type of 
training which will be needed for the 
controllers of the future. 

It is hardly necessary to remind con- 
trollers, who are so often watchdogs of 





* The proceedings of the 15th Annual Meet- 
ing of The Institute are included in The 1947 
Year Book recently released.—The Editors. 


Professional Training for the Controller 


By Richard L. Kozelka 


the corporation treasury, that the train- 
ing should not be wasted on unpromis- 
ing material. How to select the best ma- 
terial for training is a task which might 
well be undertaken by the Controllers 
Institute. This would call for a system- 
atic program of research to answer the 
question, ‘““What does it take to be a 
good controller?” This will not be an 
easy task, as the requirements are very 
broad and apparently include many in- 
tangibles which are still difficult to de- 
tect and measure. Nevertheless, a good 
screening test which will select the best 
candidates for training would be a 
worthy goal for a national institute 
which wishes to maintain a high stand- 
ard of professional performance for its 
members. The selection program has 
both a negative and a positive aspect. 
Negatively, we wish to restrict training 
to the most promising material so that 
we may reduce the waste of expensive 
training on persons of limited capacity. 
Positively, the selection program should 
be so devised that it will encourage the 
application of good and outstanding 
young people who should be encour- 
aged to choose this field as their future 
profession. The chronic complaint 
among our profession seems to be the 
short supply of really outstanding young 
men and women entering our respec- 
tive training programs. Certainly it be- 
hooves the controllers to see that they 
attract their fair share of good material 
to their own chosen profession. 


FouR TECHNIQUES 


The content of the training program 
may be considered in two parts: tech- 
niques and broad training. The first part 
contains the various specialized tools 
which we are more apt to think of in 
connection with a professional job. Un- 
der techniques we might include vari- 
ous specialized heads which are fre- 
quently considered in the curriculum of 
the school of business administration at 
a university. The first of these is ac- 
counting, which may include special 
courses in accounting systems, in audit- 


ing, in cost accounting, income tax, and 
similar well-recognized special branches 
of the field of accountancy. This js 
probably the most important but not 
necessarily the sole technical require. 
ment for the controller. 

The second technique which should 
be included in the training program js 
the technique of statistical analysis. | 
should like to include under this head- 
ing not only the technical proficiency in 
methods of analysis which so frequently 
strike terror to the heart of the layman, 
but also a knowledge and appreciation 
of the many sources of data which are 
involved in statistical analysis. In almost 
any statement of the duties of the con- 
troller, the responsibility for drawing 
up budget requirements, for coordinat- 
ing the various departmental budgets, 
seems to be prominently placed in the 
hands of the controller. Preparation of 
the budget requires not only an intimate 
knowledge of the special problems of 
each function within the business but 
also relationship of these functions and 
of the business as a whole to the eco- 
nomic world of which the corporation 
is a part. Therefore, some knowledge of 
the factors which will have influence on 
the success or failure of the business 
from an outside point of view should 
be borne in mind. We have an increas- 
ing amount of statistical information of 
a very broad character brought to our 
use by reliable government agencies. 
We have learned generally to use the 
national figures on gross national prod- 
uct or national income or total produc- 
tion. The possibilities and limitations 
of these so-called external data should 
be appreciated by the controller as 
much as or more than the various spe- 
cialists in the operating field of busi- 
ness. 

The third technique I should like to 
include under the general heading 1s 
the technique of persuasion. In the de- 
scription of the position of the control- 
ler in the corporate structure, he seems 
to occupy a staff function rather than a 
direct operating function. This means 








“THE CONTROLLER IS A LIGHTNING ROD” 


That is the phrase used by Dean Kozelka, of the School of Business Adminis- 

tration, University of Minnesota, in summarizing his views on the subject, which 

| he presented at the January 7 meeting of the Twin Cities Control. Because of 

the controller’s varied responsibilities, he must be well-versed not only in tech- 
niques but also in the broader professional aspects of his calling. 


—THE EDITOR 
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that he is very close to the head of the 
business but not necessarily having 
power equivalent to that of a line off- 
cial. This means that his ideas and his 
recommendations must be carried by 
ersuasion rather than by right of posi- 
tion. Even if he had the power to im- 
ose his will, he would achieve his ends 
more completely if he could accomplish 
his goals by persuasion rather than by 
force of position. The art of persuasion 
by convincing writing or by effective 
speech is an art which I am afraid has 
been rather neglected in recent times. 
The student does not appreciate the 
value of strict drill in developing the 
arts of clear-cut speech and of forceful 
writing. 

A fourth technique is the technique 
of business organization and the knowl- 
edge of its various functions. Such spe- 
cial aspects as marketing, industrial re- 
lations, production management and 
similar functions of business should be 
appreciated by the controller so that he 
may have not only a sympathetic under- 
standing of the problems of the various 
special operators in the business, but 
that he may knit their needs together 
more adroitly, making a smooth-run- 
ning organization through his recom- 
mendations to the chief executive. This 
is a suggestive rather than an exhaus- 
tive list of the special techniques which 
it would be well for the controller to 
have at hand. 


BROADER PHASES 


The second half of the training pro- 
gram should cover many broad phases 
of the controller's preparation which 
makes him alert to the changing char- 
acter of the demands in his position. 
The controller is not a keeper of the 
mausoleum of facts of the business. He 
is the one who makes the facts live and 
to do so he must use every device and 
every avenue of interest which will lead 
to the proper course of action by those 
who are finally responsible. This can be 
done only by recognition of the neces- 
sity of broad training as well as for 
skilled techniques 

The broad training segment of the 
general program is intended to develop 
certain qualities which we _ recognize 
are essential to the success of the con- 
troller’s work. These qualities are not 
easy to define but we recognize the dan- 
gers when they are absent. The qualities 
include analytical powers which enable 
the controller to make an orderly break- 
down of what may be a very complex 
and involved situation. The quality of 
Imagination and inquisitiveness is es- 
sential so that the controller may be 
able to see beyond the routine character 
of daily operations and anticipate the 
new trend which is hardly more than a 
Suspicion in the regular reports. He 
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needs the quality of independence in 
his rather delicate position of confiden- 
tial adviser to the chief executive or to 
the board of directors. He must appre- 
ciate both the value and the danger of 
routine operations. He may devise the 
system of reports which keeps him 
abreast of the affairs of the business 
with the minimum interference with 
regular operations. At the same time he 
is alert to the possibilities of undesir- 
able tendencies creeping in under the 
protection of such routine reports. An- 
other quality which is held desirable is 
that of perspective, so that he may 
properly appraise the importance or ir- 
relevance of events both within and 
outside the business. Above all he needs 
the quality of patience since he must be 
the one to introduce many long-range 
plans and he must do this not by order- 
ing but by persuading and convincing. 

Many of the qualities suggested above 
are inherent rather than acquired, but I 
am sure that they can be sharpened and 
developed by a systematic and under- 
standing program of training of the 
broader character. They may even be a 
desirable by-product of the techniques 
which are so important in the first part 
of the training~ program. However, | 
believe that many of the special values 
of the broad training are found in their 
contribution to the qualities which | 
have just listed. 

The content of training in this sec- 
ond category of broad preparation may 
be but inadequately described in terms 
of some of the courses studied, which 
many of you are familiar with, in the 
typical liberal arts college curriculum. I 
would refer to such familiar fields as 
political science, sociology, psychology, 
history, economics, ethics and philoso- 
phy. In reviewing some of the duties 
which fall upon a controller, it seems 
that he must have the same type of 
training and the same insight which we 
have come to expect from the person 
who occupies the position of the pro- 
fessionally-trained consulting economist 
who is found on the staff of many large 
corporations. There is a suggestion in 
some of the more recent writings on 
the responsibilities of the controller 
that he may be the “Keeper of the 
King’s Conscience.” The recognition of 
new and deeper social responsibilities is 
a problem which disturbs some of our 
most forward-looking businessmen. If 
our so-called American system of busi- 
ness is to survive, it must recognize its 
widening circle of responsibility and 
the controller may be in an admirable 
position to appraise the trends of pub- 
lic thought and their impact on the 
policies of the business. Therefore, his 
preoccupation with the ethics and phi- 
losophy of business and economics and 
its relation to our whole social fabric is 








293 


wholly justified and should be based on 
a broad understanding of ethics and 
philosophy. The foreword of a maga- 
zine just started this month expresses 
this need for breadth with what I hope 
is as much truth as flattery. ‘It is mainly 
for businessmen, but businessmen have 
broad interests and human _ interests, 
and so the scope of this publication will 
be both broad and human.” 

Training is a continuous process. It 
should not be thought of in terms of some 
precise four-year program in a profes- 
sional school. The qualities and skills out- 
lined above may be learned as part of a 
formal course or may be learned in the old 
apprenticeship fashion. Some of each is 
necessary. In other words, there should be 
at least a sound foundation laid in some 
recognized professional school and then 
the finer points added as practice in what 
might be called in-service training after 
a controller is an employee of some cor- 
poration. Even the technical training 
may perhaps be learned on the job on 
the foundation of what is essentially a 
broad training in the well-known lib- 
eral arts college. One would be unwise 
to insist that college training is essen- 
tial to the success of a controller. Toe 
many of our successful controllers have 
come up the hard way without benefit 
of a college degree. Perhaps some have 
reached success in spite of their college 
degree. You may be assured that every 
school of business administration which 
is worthy of the name will try to incor- 
porate within its curriculum as much of 
the basic contents both in technique 
and broad training as is possible within 
the limited time available. We will al- 
ways welcome the sympathetic interest 
of the controllers in keeping us aware 
of the changing demands of their pro- 
fession. However, it seems obvious to 
me that the training for the controller- 
ship must put much less emphasis on 
routine techniques and more on prepa- 
ration for the unexpected. The control- 
ler must be the stabilizer among a 
group of specialists, and for this he 
must develop a sense of versatility 
rather than of omniscience. 

The responsiblities of the controller 
are not only changing rapidly from 
time to time but differ rather distinctly 
from one company to another. There- 
fore it is incumbent on each company 
to recognize the force of its own needs 
and be prepared to supplement the for- 
mal training of a promising candidate 
for the controllership by its own pro- 
gram. Whether the young man _ has 
been trained in a liberal arts college or 
in a school of business administration, 
he is just on the threshold of his real 
preparation for the varying duties of 
controllership. For the finishing touches 
he must be carefully prepared by a sys- 
tematic program within the company. 
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Provision should be made for periodical 
appraisal of his progress along the spec- 
ified path. I do not think that this 
means that he must be guaranteed the 
controllership after “X’ number of 
months or years of training. He will 
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recognize and accept the risks of pro- 
motion if he knows that he is not lost 
sight of in the mazes of the corporate 
structure. 

The controller is a lightning-rod for 
all new problems. He carries special re- 


sponsibilities and a variety of interests 
to management, owners, and to the 
community. His professional training 
should be commensurate with the high 
level of professional performance which 
is demanded of him. 


Profits in 1946 Normal in Relation to National Income 


Profits in 1946 were normal in relation 
to the national income and in line with 
long-term ratios for active years, say Jules 
Backman and Martin R. Gainsbrugh in 
their chart survey of profits in the national 
economy released by the National Indus- 
trial Conference Board. During previous 
years of high level employment and pro- 
duction, the two economists declare, prof- 
its have averaged between 714 per cent. 
and 8! per cent. of the national income. 
As a result of the heavy income taxes 
levied against corporations, profits failed 
to reach this normal relationship during 
the war years. In 1946, after the excess- 
profits tax was repealed, total corporate 
profits were estimated at 7.3 per cent. of 
the total national income, or about in line 
with long-term ratios for active years. 

All corporations had profits of 4.4 per 
cent. on sales in 1939 as compared with 
Robert Nathan’s ratios of 5.7 per cent. 
for the last quarter of 1946 and an aver- 
age of 5.5 per cent. for the entire year, 
say Dr. Backman and Mr. Gainsbrugh. 
“When allowance is made for the fact 
that about a fifth of the sales were made 
by deficit corporations in 1939,” they 
continue, “the relationship between 1946 
and the prewar years is significantly al- 
tered. Thus, average profits on sales earned 
by profitable companies in 1939 was 7.6 
per cent. In light of the generally de- 
pressed conditions of the economy during 
these years, it is not probable that this 
return represented an excessive ratio. 

“According to Nathan’s estimates for 
manufacturing corporations, profits in the 
last quarter of 1946 were 5.6 per cent. of 
sales, and for the entire year, 4.8 per cent. 
This, compares with an average of 5.1 per 
cent. for all manufacturing in 1939, 6.8 
per cent. for the profitable manufacturing 
corporations in that year, and 6.3 per 
cent. for all manufacturing in 1929. 
Thus, while the dollar profits in 1946 
were large, returns on sales were in line 
with past relationships. These figures be- 
lie the frequent charges that the elimina- 
tion of price control has led to excessive 
ptice increases by industry.” 

Over the years 1909-1946, the econo- 
mists show, corporations distributed to 
their stockholders $137 billion; wages and 
salaries paid to their employees amounted 
to $1,511 billion, or eleven times as much, 

No bit of economic folklore has gained 
wider circulation than the idea that corpo- 
rations retain 20 per cent. to 25 per cent. 
or an even greater share of the funds re- 


ceived from their customers, say Dr. 
Backman and Mr. Gainsbrugh. 

Almost every public opinion poll, say 
the two economists, reveals that the pub- 
lic believes high proportions of profit are 
retained by corporations. But, they point 
out, “‘official data, taken from tax returns, 
show that over the years 1919-1943, the 
average profit per dollar of sales has been 
only 4.3 per cent. In fact, the highest rate 
of profit on sales ever recorded was not 
greater than 7.3 per cent.” 


HALF OF CORPORATIONS OPERATED AT 
Loss DuRING 1916-1943 


Normally, the economists declare, a 
high proportion of all corporations op- 
erate at a loss. For the entire period 1916- 
1943, for which income tax statistics are 
available, approximately half of the com- 
eo have reported losses. Even in a 

om year like 1929 there were 186,600 
companies with deficits as compared with 
269,400 with net income. Losses of the 
deficit corporations in that year aggre- 
gated $2.9 billion, as compared with the 
profits of $10.5 billion for the profitable 
corporations. 

In the years 1936-1939, frequently 
cited as the last normal period for tax and 
other purposes, the number of companies 
with deficits outnumbered the profitable 
companies by more than 90,000. One- 
quarter of all sales in this so-called base 
period were made by companies which 
had deficits, and the aggregate of these 
deficits was $2.3 billion, as compared with 
the profits of $7.5 billion for the money- 
making companies. Even at the height of 
war production in 1943, 136,800 com- 
panies reported deficits, but their aggre- 
gate losses were only $900 million. 

Manufacturing has received a declining 
share of the larger wartime and postwar 
profit pie, the two economists hold, while 
the distribution and service industries 
have taken larger slices. 

Since 1939, manufacturing has ac- 
counted for a larger share of total civilian 
employment and has produced a greater 
proportion of the nation’s income. Al- 
though total profits in manufacturing in- 
creased substantially above the prewar de- 
pressed levels, its slice of the total corpo- 
rate profit pie has been steadily narrowed. 
In 1946, profits in manufacturing com- 
prised about 50 per cent. of all corporate 
profits, as compared with 62.1 per cent. 
in 1939 and 53.2 per cent. in 1929. 


The major manufacturing groups in 
which the relative profit position slumped 
from 1939 to 1945 included: food, to- 
bacco, chemicals, furniture, nonferrous 
metals, automobiles, and machinery. An 
improved profit position was reported for 
printing and publishing, textiles, apparel, 
petroleum and coal, lumber, leather, rub- 
ber, and transportation equipment. 

During the war years, the two econom- 
ists point out, total dividend payments 
showed only minor changes as compared 
with 1939. As a result, the ratio of divi- 
dends to the total of dividend and wage 
payments fell to the lowest point on rec- 
ord. From 1909 through 1939 this ratio 
was never lower than 6.9 per cent., and 
in 1929 reached 11.5 per cent. In con- 
trast, this ratio dropped sharply from the 
outset of the war to a low of 5.1 per cent. 
in 1944. In 1946 it was estimated at 5.7 
per cent. 

The amounts distributed as dividends 
usually do not coincide with corporate 

rofits. During the war years approxi- 
mately half of the profits were distributed 
as dividends, while corporations built up 
reserves to meet costs of reconversion, re- 
establishment of inventory position, in- 
stallation of new plant and equipment, 
etc. Preliminary estimates indicate that 
less than half of corporate profits were 
distributed as dividends in 1946. 

Corporate profits go two ways, say Dr. 
Backman and Mr. Gainsbrugh. Part is 
distributed to stockholders, and part is 
retained either to finance expansion with- 
out borrowing, or to continue basic op- 
erations in times of depression. These 
“undistributed” profits represent corpo- 
rate savings. 

From 1930 through 1938, the corpo- 
rate economy paid out each year more 
than it received from its customers. The 
cumulative amount of such corporate dis- 
savings after payment of the modest divi- 
dends was $25.5 billion. 

From 1939 through 1945, profitable 
Operations were restored and corporate 
savings aggregated $26 billion, or ap- 
proximately the amount dissaved from 
1930 to 1938. Dividends paid out were 
not significantly different from those of 
1939. For 1946, corporate savings afe 
estimated at about $7 billion. Over the 
entire span of 1919-1946, corporate sav- 
ings averaged less than $700 million an- 
nually. aeY weak 


There are now 3,000,000 electrified farms 
and there will probablv be 5,000,000 by 1950. 
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Including the eight ball 


Wuetue_r he sinks one ball at a time 
or all fifteen in a row, the pool player 
can tabulate his score immediately. 

In business, “keeping score” is 
somewhat more complicated. But now, 
with the money-saving Comptometer 
Peg-Board Plan, you can simplify any 
accounting job to an amazing degree. 

Here’s how: This ingenious plan 
makes original records yield final re- 
sults. Any item entered once need 
never be copied again! 


N.W. AYER & SON 


If endless copying, sorting, filing 
has your office staff behind the eight 
ball, it will pay you well to find out 
how modern businesses—of every 
kind and size—make important sav- 
ings while speeding accounting tasks 
right down the line. 


Flexible, fast, accurate, Comptom- 
eter’s Peg-Board Plan gives any com- 
bined statement for any operation — 
inventory control, sales analysis, labor 
distribution, payroll, production, etc. 





ae 
oe 
= 


To learn how you may simplify 
your own problems, call your nearest 
Comptometer representative. The 
Comptometer, made only by Felt & 
Tarrant Manufacturing Co., is sold 
exclusively by its Comptometer Divi- 
sion, 1734 N. Paulina St., Chicago 22, 
Illinois. 


COMPTOMETER 


REG. U. S. PAT. OFF. 


ADDING-CALCULATING MACHINES 
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Scanning the Controllership Scene 








No Compensation for “Voluntary” Unemployment 


Union members refusing work in an open shop are not en- 
titled to unemployment compensation, according to a recent 
ruling of the Pennsylvania Supreme Court. The case was 
that of a carpenter who refused a job because it was in a non- 
union yard and the pay was somewhat below the union scale. 
The Supreme Court, reports “American Economic Secu- 
rity,” by a 6-to-1 decision, reversed the Unemployment Com- 
pensation Board of Review, which had awarded compensa- 
tion. Justice James B. Drew stated, in the majority opinion, 
that there was “no compulsion on the individual to retain his 
membership in the union and therefore the statute excludes 


stituted between 35 per cent., and 53 per cent. of the total 
number of transactions handled by electrical wholesalers, It 
is estimated that this represented only 2 per cent. to 3 per 
cent. of the total sales volume and 3 per cent. to 4 per cent. 
of the total gross margin of these concerns. 

One of the cooperating companies, a chemical concern, re- 
ported that the average increase in handling costs of small 
orders over carload shipments are: 1 container, 54 per cent.; 
2 containers, 270 per cent. ; 4 containers, 135 per cent. ; and 
10 containers, 60 per cent. It is significant that handling 
costs for small orders rise geometrically, not arithmetically, 
over carload quantities. 


him from its benefits when he refused 
to accept suitable work.” 

“By what stretch of the imagina- 
tion,” Justice Drew asked, “could it 
be said that such a person is involun- 
tarily unemployed ?” 


Pension Plans: Insured vs. 


Self-Ad ministered 


Self-administered pension plans are gener- 
ally more satisfactory for large companies, 
while insured plans are usually preferable for 
small or young companies. That was the 
opinion voiced at a recent meeting of the 
Springfield Control of The Institute, by Lloyd 
Ellison, president of Ellison Service, Inc. 

The advantages of a self-administered plan, 
he said, as compared with insured plans for 
large companies, are: (1) the possibility of 
using more favorable life expectancy figures; 
(2) the possibility of reducing standard ad- 
ministrative costs of the insured plan; (3) 
flexibility; and (4) the degree of control 
which can be applied to the operation of the 
plan. 


Caution on Industrial Inventory Data 


Pointing to contradictions between stud- 
ies on industrial inventories issued by the 
Department of Commerce and the Office 
of Temporary Controls, the National As- 
sociation of Manufacturers has urged its 
16,000 members to use caution in basing 





Eliminate “Surplus” from 
Balance Sheets 


Why corporations continue to use 
the expression “surplus” in their bal- 
ance sheets when they go to such un- 
usual lengths these days to avoid being 
misunderstood is one of. the funny ques- 
tions of the day. 

It has been suggested that the term 
“profits employed in the business” be 
used instead of the word “surplus.” 
This would help. However, I think the 
best solution is the use of no-par shares 
together with stockholders’ interest ex- 
pressed in one figure, thus burying the 
word surplus or the idea of surplus by 
any other name. Corporation treasurers 
could keep their separate surplus fig- 
ures if necessary for tax purposes. 

It is true that utilities and railroads 
must keep their books by statute, and 
fortunately bank employees and others 
of that nature understand that a sur- 
plus is employed in the business as 
much as the original capital. Neverthe- 
less, the industrial corporation that does 
not show a separate surplus is not pub- 
lishing the material which somebody 
can use to persuade employees that 
there is a lot of money lying around 
somewhere. 

—E. M. Keays, 


Wisconsin Com- 
pany, Milwaukee ; 


The survey outlines several solutions 
to the small order problem employed 
by companies cooperating ‘in the sur- 
vey. These solutions include reducing 
costs of filling small orders, passing 
on part or all of the higher costs to the 
customer, encouraging increases in the 
size of orders, discouraging small or- 
ders, or refusing entirely to accept or- 
ders below a certain specified mini- 
mum. 

Retention of customer good will is 
cited by the cooperating companies as 
the primary reason which prevents 
them from either refusing to handle 
small orders or attempting to compen- 
sate themselves in full for the added 
cost in filling them. 


Distribution Cost Analysis Important 


Controllers and financial executives should 
bear in mind, cautions “Distribution Age,” 
that “The Robinson-Patman Act and the var- 
ious state unfair trade practices acts are still 
on the statute books and that compliance with 
these, particularly the former, necessitates a 
detailed analysis of distribution costs. These 
acts, for the most part, have been inactive 
during the period of price stabilization but 
they will be invoked quickly once competitive 





their own plans on such statistics. 
A major conflict exists between the De- 





interest is revived. 








partment of Commerce, which issued 

“carefully modulated warnings that this unusual rate of accumu- 
lation” in inventories during the second half of 1946 could not 
go on indefinitely, the NAM said, and the Office of Temporary 
Controls which found that inventories could go very much higher 
without being considered abnormal. 


Cost of Small Orders Surveyed 


The purchaser, as well as the seller, stands to lose when 
goods are ordered in small shipments, says an analysis of in- 
dustry’s small order problem by the National Industrial 
Conference Board. Many of the more than one hundred 
companies cooperating in the survey reported that the fixed 
costs of ordering, receiving, checking, placing in stock, mak- 
ing payment and doing the necessary bookkeeping and cleri- 
cal work, raise the cost to the buyer out of all proportion to 
the value of the goods and usually result in a loss for the 


vendor. 
Just prior to the war, orders for less than five dollars con- 


Colorado Revises “‘Jack-Pot’’ Payment Schedule 


Colorado’s old-age assistance program no longer provides 
annual “‘Jack-pot’’ payments. Formerly all excess remaining in 
the public assistance fund at the year’s end was divided among 
those on the old-age assistance rolls. The 1946 jack-pot paid 
$220.80 to each old-age pensioner, according to “American 
Economic Security.” Under the new act the jack-pot is abolished, 
and surplus funds ave distributed each month instead of at the 
end of the year. Maximum old-age assistance payments of $63 
a month are provided, with the average payment expected to be 
around $60. 


“H. C. L.” Hits Self-Improvement 
The rising costs of self-improvement are recognized by 
the Socony-Vacuum Oil Company, Inc., New York, in an- 
nouncing a 50 per cent. increase in allowances to employes 
for spare-time educational courses. The increase raises the 
maximum allowance for an employe to $75 a semester and 
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$150 a school year toward tuition, textbooks and other ex- 
penses. The previous maximums were $50 a semester and 
$100 a school year. Under the Socony-Vacuum educational 
refund plan, the allowance is granted to all employes who 
participate in approved courses in recognized educational 
institutions. 


Change of Date for Rebate Applications 


The effective date for application for rebates under the recently- 
signed Young-Demo law, New York state’s Unemployment Insurance 
Division points out, is October 1 rather than July 1 as in previous 
years. The rebate total, as a result of the new law’s adoption, is ex- 
pected to total $140 millions for New York state employers. 


Patman Discusses ‘“Unfair’’ Trade Practices 


Manufacturers who accept unjustified cancellations or return 
of orders are in clear violation of the Robinson-Patman act, Rep- 
resentative Wright Patman co-author of the act, declared re- 
cently. Those who permit such practice are allowing special con- 
cessions, the loss on which must be borne by the seller's entire 
clientele, he pointed out. It was his opinion, therefore, that 
manufacturers could contend that acquiescence would make 
them liable to the penalties provided in the law. 

“When you eliminate or sharply reduce unfair trading prac- 
tices, such as an unjustified return of goods, you are effecting a 
saving that becomes a reduction of your cost,’ Mr. Patman said. 
"Therefore, the granting of preferential considerations is not 
only illegal but is also clearly subversive to the public’s economic 
interest.” 

The Congressman also told of his new bill, H. R. 1671, 
which, if enacted into law, will permit any customer of a con- 
cern to know at all times every discount that is available to any 
other customer, big or little. 

Mr. Patman reviewed, according to “The New York Times,” 
the anti-trust proceedings against the Atlantic & Pacific Tea 
Company which were concluded a few months ago in the Fed- 
eral Court at Danville, Illinois, in which it was shown, he said, 
that some 25 to 33 1/3 per cent. of the chain's branches were 
permitted to sell at a loss to eliminate competition. 

"Il have introduced another bill, H. R. 1672, which is now 
pending in the House of Representatives, which provides that 
when a concern operates one of its retail stores at a loss for the 
purpose of putting a competitor out of business it will not be 
allowed a tax reduction on that loss. This will protect the locally 
owned independent business against being destroyed by local 
units of big business.” 


Ground for 722 (B) Claims Clarified 

The Excess Profits Tax Council recently clarified the 
type of a showing a company should make to support its 
relief claims for such specific grounds as fires, floods, 
strikes, depressed conditions in the industry and the like. 
The specific grounds are listed in the law in Section 722 
(B), under four general headings. The fifth provision, the 
so-called catch-all provision, by its generality has caused 
business men to fear that unless they could show the specific 
grounds for relief listed in the law, they might not be found 
to qualify for relief. 

However, the Council said that other factors will be rec- 
ognized, where these caused the company’s average base 
period income to fall below the level of normal earnings for 
the business, with the result that base period earnings did 
not adequately reflect normal earnings. 


Peak Business Earnings Behind Us 


Analyzing quarterly earnings recently, the National City Bank, of 
New York, observed as follows: 

“Taking account of the new round of wage increases now going 
into effect, recent price declines, and the rapid shifting in many lines 
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from sellers’ to buyers’ markets, there appears to be little doubt but 
that the peak of business earnings generally was reached in the past 
two quarters.” 

The survey said that the increase over a year ago was heavily af- 
fected by the recovery to full-time operation of the durable goods in- 
dustries, “which were particularly hard hit last year by strikes and 
other production difficulties.” 

In the iron and steel, automobile, machinery, and other industries, 
sixty-one reported a shift from net deficits of $58,000,000 in the first 
quarter of 1946 to net income of $111,000,000 in the latest quarter. 

“Many other companies,” the survey continued, “particularly in 
the consumers’ goods industries which were not seriously curtailed a 
year ago, also reported substantially increased earnings, though here 
again the gains were by no means uniform. 

“On the other hand, the combined net earnings of twenty-four mer- 
chandising companies, despite an expansion in volume of sales, 
showed a decline as compared with a year ago, reflecting growing 
buyer resistance to higher prices and the necessity for markdowns in 
order to move goods.” 


For all groups combined, seventy-one companies, or 18 per cent. of 
the total, made less money in the first quarter than a year ago. 


Cut Taxes To Cut Prices 


Because half of the earnings of the average corporation are 
taken in taxes to pay the cost of government, it should be borne 
in mind that a reduction in taxes would be the most effective 
method of enabling manufacturers to reduce prices, declared 
Henry H. Heimann, Executive Manager of the National Asso- 
ciation of Credit Men, in his monthly review of business re- 
cently. Prices have advanced too fast in the past few months, he 
said, and any effort to reduce prices consistent with a reasonable 
return on a business investment is a sound movement. He 
pointed out, however, that the government is the author of the 
very highly inflated price structure in its present and pro posed 
budget. “If the government will reduce its costs to a reasonable 
basis, the tax relief that will follow will assure a measure of 
price reduction,” Mr. Heimann said. 

“The effort of the government to reduce the debt even though 
it is coming rather belatedly is for the purpose of strengthening 
the government's financial structure so that when and if our 
business pace slackens the government will be able to weather 
the storm,” he continued. “It is just as essential that the individ- 
ual and the corporation get some measure of tax relief so that 
they too will be fortified for any recession that may occur.” 


Burning-up Is Costing More 


Although fire losses are setting new all-time peaks (over 
$72 millions in March), a good share of the increased dol- 
lar-cost of fires is attributed to inflated real estate and in- 
ventory values. Thus the increase, contrary to the experi- 
ence in some earlier periods, does not have any significance 
as a barometer of general business conditions. 

The increase over March, 1946, the National Board of 
Fire Underwriters reports, was 36 per cent. In February of 
this year fire losses totaled $62,247,000, the previous high. 


Pension Plans: Recommended Reading 


Mimeograph 6136 of the Bureau of Internal Revenue is recom- 
mended, by a close observer, to all firms reconsidering their war- 
adopted pension trust and profit-sharing plans. 


Company Raises Compensation Payments 

Payment for occupation hazards, in excess of requirements of 
state workmen’s compensation laws, has been announced as a 
policy of A. E. Staley Manufacturing Co., of Decatur, Illinois. 
The company’s action is believed to be the first of its kind by 
any American industrial concern. 

In announcing the company’s intention to ‘modernize’ its ap- 
plication of compensation laws, Staley said that these laws were 
all right when enacted but that figures written into the law are 
obviously too low today in view of present day wage rates. 

—PAauL HAASE 








Accounting for the Distributable Surplus Under 
New York's Amended Unemployment Insurance Law 


The following analysis of New York State's 
recently amended unemployment insurance law 
is of broad interest because the previous New 
York law carried provisions which have since 
been adopted in two states, and recommended 
for adoption in others. 

This article is being published concurrently 
in "The Monitor,” official publication of As- 
sociated Industries of New York State, Inc. 

—The Editors 

The State of New York, through the 
adoption of the Young-Demo Bill, now 
joins the procession of states that recog- 
nize unemployment insurance payments to 
former employees as a factor in the com- 
putation of net unemployment insurance 
taxes. 

This bill carries over some of the fea- 
tures of the old law, including the princi- 
ple of surplus distribution, as distin- 
guished from the conventional plan of 
reduced tax rates. 

In terms of net unemployment insur- 
ance taxes, the difference between distrib- 
uting earned surplus and providing re- 
duced tax rates is slight in average years, 
except as to the timing, as normally there 
would be a one year’s lag between the 
operation of a “surplus distribution” law 
and a “reduced tax rate’ law. This fa- 
vors the conservative side, in that it offers 
additional protection of one year to the 
fund. The fund now, however, has 
reached such proportions (approximately 
one billion dollars of excess collections 
from employers in New York) that a 





By John A. Williams 


changed from the amount in excess of 
four times the contributions payable on 
the preceding year's payroll, to the 
amount in excess of three and one-half 
times the contributions payable upon the 
same payroll. This change was required 
in order to permit of any surplus distribu- 
tion at all to be made in 1947. This 
“three and one-half figure’’ is still very 
much on the conservative side, because 
there is enough money in the fund right 
now to carry benefit payments for the next 
five years, at the Aighest annual rate yet 
attained, without the collection of an- 
other dime in new taxes. 

One great advantage of the new law 
over the previous law is that it comes 
much closer to returning the surplus to 
those employers whose net tax payments 
created the surplus in the first instance. 
Another advantage is, that it gives em- 
ployers a financial incentive to regularize 
their employment and to question im- 
proper benefit claims. 

Under the former law three factors 
were used in determining an employer's 
rating for the computation of his refund 
rate. These three factors and the points 
assigned to each, were as follows: 


1. Annual factor (decline of payrolls) 12 Points 

2. Quarterly factor (decline of total 
remuneration ) 6 

3. Age factor 5 


J 


ing to the number of points earned, as fol- 
lows: 








Number of Points Earned 


C adit Class 





20-23 I 
16-19 II 
12-15 III 
8-11 IV 
4-7 V 


3 VI 


The refund rate for each credit class 
was and is dependent upon the total 
amount of surplus to be distributed and 
upon the percentage of payroll dollars in 
each class. Computations similar to those 
shown in figure I are made each year by 
the Division of Placement and Unem- 
ployment Insurance to determine the 
amount of the surplus and the class credit 
factors. The refund rate for each credit 
class for 1945 and 1946 and the amount 
available for distribution for each of 
those years were as follows: 


Class Credit Pacts 
or Refund Rate 





Credit Class 1945 1946 
I -0100 .0118 
II -0080 .0098 
Ill .0070 .0078 
IV .0050 .0059 
V -0030 .0038 
VI 0 0 

















Dacnti; te te end i 2h ce al t Total maximum award 23 Points 
SCGUCHION 15. 1f OFGET——pe IK iM URC MAUME = Amount Available for Distribution 
of surplus distribution or of reduced taxes. ae ne 
In the new law the determination of Employers were then automatically See eee 
the amount of surplus in the fund is placed in one of six credit classes, accord- Sr ee 9,949.71 
FIGURE I—THEORETICAL DISTRIBUTION OF SURPLUS 
Estimated for 1946 payrolls 
1 2 3 4 5 6 i- 8 9 
Estimated Estimated Payroll Class Cle Percentage Amount of Class 
Credit Contributions Payroll Distribution Weight Pra ol of Surplus Surplus Credit 
Class 1946 1946 Quotient 8 ‘ to Class to Class Factor 
1 $197,381,860. $7,31C,440,034. 7774 5 3.8870 83.3887542 $116,744,255. .0159 
2 34,657,350. 1,283,605,692. -1365 4 5460 11.7134705 16,398,859. 0127 
3 15,487,900. 573,625,987. .0610 3 .1830 03.9259435 5,496,321. .0095 
4 5,204,950. 192,775,946. .0205 2 .0410 00.8795829 1,231,416. .0063 
5 1,091,770. 40,435,930. .0043 1 .0043 00.0922489 129,149. .0031 
6 76,170. 2,624,411. -0000 0 -0000 00.0000000 _-_ a 
Total $253,900,000. $9,403,704,700. 9997 4.6613 100.0000000 $140,000,000. 
Column 1—In accordance with experience factor. Sak ree Fs get hieg ; 


Column 2—Estimated contributions paid by all qualified employers during calendar year. (2.7% of Column 3.) 
Column 3—Estimated taxable wages paid by all qualified employers during calendar year. 
Column 4—1945 Ratio of taxable wages in each class to total of taxable wages. (Same figures are estimated for 1946) 


Column 
Column 6—Column 4 multiplied by Column 5. 


5—Weight assigned to each credit class. 


Column 7—Percentage that each class bears to total (Column 6) 
Column 8—Estimated as available surplus as of Sept. 30, 1947. 


Total detailed figures—total of surplus multiplied by class percentages in Column 7. 


Column 9—Ratio of surplus to payrolls (Column 8 divided by Column 3) with fractions beyond fourth decimal place disregarded. 
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Under these conditions an employer in 
credit class I with a payroll of $1,000,000 
in each of the two years would have re- 
ceived a credit of $10,000 in 1945 and 
$11,800 in 1946. These credit memoranda 
were available for the payment of the fol- 
lowing year’s unemployment insurance 
taxes and for no other purpose. If the 
amount of a credit memorandum exceeded 
the amount of an employer's unemploy- 
ment insurance tax (2.7 per cent. of cov- 
ered payroll) the excess lapsed. This fea- 
ture, the use of credit memoranda, is car- 
ried over into the new law intact. 

The new law continues the quarterly 
payroll decline factor and the age factor 
with the same number of points for each. 
However, in order to accomplish a more 
equitable distribution of the surplus, the 
new law substitutes the ‘‘Employer’s bene- 
fit factor” (a factor based upon benefits 
paid to former employees) for the pre- 
vious “annual factor.” The same number 
of points are still required for each of 
the 6 credit classes, although the weight 
assigned to the credit classes has been 
changed from 6, 5, 4, 3, 2, 0 to 5, 4, 3, 2, 
1, 0. The effective date has been changed 
from June 30 to September 30 so the 
credit memoranda will be issued about 90 
days later than formerly. The Division of 
Placement and Unemployment Insurance 
will need this additional time to make 
the refund computations and reports be- 
cause benefit payments made up to the 
first Monday in June now enter into the 
refund computations, whereas formerly 
all refund computations were made on 
records ending December 31 of the pre- 
ceding year. 


Computation of Refund Under New Law 


The new law thus continues with a 
maximum award of 23 points, which are 
distributed as follows: 


12 Points 


1. Employer's Benefit Factor 
2, Quarterly Factor 
3. Age Factor 5 


Total 23 Points 


The determination of the “benefit fac- 
tor” and “benefit experience index’’ re- 
quires that the Division of Placement and 
Unemployment Insurance assemble or 
compute the following information for 
each employer in the state: 


(4) For each of the three preceding “benefit 
years” —the names of claimants who previ- 
ously worked for an employer and who 
drew benefits in a benefit year for four or 
more weeks (sixteen effective days) of un- 
employment insurance. 

A benefit year extends from the first 
Monday in June of a year to the Sunday 
preceding the first Monday in June of 
the following year. 


(b) The amount of “wages” (amounts paid to 
an individual up to $3000 in a year) paid 
by the employer to such claimants in the 


(Please turn to page 312) 
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Services for 
Security Owners 


In the care of your own investment holdings or those under 
your supervision owned by an institution, firm, or corporation, 
you can be freed of all detail and obtain safekeeping, invest- 
ment, and other important services through the facilities 
afforded by this Company, including: 


1. Custody Service—provides safekeeping of holdings, 
collection of income and other services, and the im- 
portant advantage of ready availability for purchase, 
sale, and delivery in the financial center. 


. Investment Agency Service—provides investment 
advice with safekeeping of securities. 


N 


3. Trust Service—provides administration of trust funds 
as trustee. 


We shall be pleased to furnish detailed information regarding 
any services in which you may be interested. 


Guaranty Trust Company 
of New York 


Capital Funds, $356,000,000 
140 Broadway 


New York 15 
Fifth Ave. at 44th St. Madison Ave. at 60th St. 40 Rockefeller Plaza 
New York 18 New York 21 New York 20 
LONDON PARIS BRUSSELS 
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WAGES, PRICES, PROFITS 








(Continued from page 279) 





need government directives or planning 
boards to spread the fruits of production 
among all groups. Today the consumer is 
paying the price for our denying these ele- 
mental truths. 


“SOCIAL GAINS” vs. PRODUCTION 


Our preoccupation with money wage 
rates has sealed our eyes against a clear 
view. However desirable the ‘“‘social 
gains” of labor may be, we should not 
confuse them with some other funda- 
mentals. This applies to “vacation with 
“time and a half for overtime,” 


pay,” 

“promotion by age,” “‘paid sick leave,” 
“group insurance,” “pensions,” “unem- 
ployment insurance,” ‘“‘portal-to-portal 


pay,” ‘night shift differentials,” “guaran- 
teed wages’ for slack periods, and a host 
of others. To provide some of these pay- 
ments may be most desirable, but we 
should stop calling them “purchasing 
power’; we should stop viewing them as 
making a met addition to the real income 
of the consumer. For the most part, these 
are payments for nothing; they constitute 
money outlays with no comparable pro- 
duction offsets. 

Common sense should reveal that if 
every workman is paid an hour per day of 
portal-to-portal travel time, or warming 
up time, or whatever may be the pretext, 
this does not produce more shoes, more 
furniture, more food or anything else. It 
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may provide more dollars, but common 
sense shows, that payments for doing 
nothing cannot augment the standard of 
living of our people. The only purchas- 
ing power, viewing the country as a whole 
of which each of us is a part, is the pro- 
duction of more goods and services. 
Money is a mere medium of exchange. 
Great Britain is a prize example of a coun- 
try bed-ridden with social security. Have 
we the wit to profit from her maladies, by 
keeping a proper balance? 


CONCLUSION 


For hundreds of years the standard of 
living of peoples throughout the world 
was stationary. Because our society is 
based on science and research, on a capi- 
talistic technology and the individual 
profit motive, it is possible for us to lift 
our standard of living at an average rate 
of approximately 2 to 3 per cent. per year. 
If wage rates are pushed up more rapidly 
than about this figure, we are faced with 
three possibilities: 

1. The beneficiaries of such greater increases 
will profit at the expense of other sectors of 
society. 

. Workers may price themselves out of the 
market and mass unemployment may be 
created. 

. Inflation will take place. 

We have tried to adjust to the phe- 
nomenal wage increases of the last few 
years with all three of the above results, 
with one or another of these tendencies 
predominating at a given time. Which 
tendency will predominate this year and 


tN 


vo 
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Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


Ford, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
CHICAGO * 





LOS ANGELES 








next year will probably depend more on 
what organized labor does than any other 
single group. Organized labor has a co. 
hesiveness and solidarity which gives it 
enormous power. With power must come 
responsibility. 

Furthermore, no society can endure un- 
less its members are agreed on some 
fundamental values and policies. A very 
few policemen can usually “keep order” 
when there is common agreement on val- 
ues, objectives and means, because it is 
really the community that keeps itself in 
order. When society splits into factions, 
the policeman may be quickly overpow- 
ered; everyone knows how fragile any 
civilization proves when the divisive 
forces become overpowering. The idea 
that “management and labor must coop- 
erate” is not an idle preachment. It is an 
indispensable essential if we are going to 
preserve our way of life and our civiliza- 
tion. Europe is full of ‘“‘busted”’ civiliza- 
tions and cultures. The Europe we have 
known is gone. 

The factors of disintegration in our 
own society sometimes appear to exceed 
the cohesive forces. It is not yet too late 
for us to re-unite in a common objective. 
Progress flows from our being dissatisfied 
with our economic status, but this ambi- 
tion must be tempered with reason be- 
cause if we make impossible demands 
upon our economy, the seams will burst, 
the frictions will paralyze our economy, 
and the uneconomic demands will make 
our way of life impossible of survival. 

This is a challenge to all of us. 


Supreme Court Rules 
on Profits Taxes 


The Supreme Court of the United States 
ruled on April 7 that a company which de- 
clared a $100,000 dividend in stock in 
1924 need not pay federal surtaxes on un- 
distributed profits for two later years when 
it reported deficits. The Associated Press 
reported the ruling was giver on an appeal 
of the Department of Justice, which had 
contended that lower Federal courts were 
wrong in holding that the stock dividend 
irrevocably took $100,000 out of distribu- 
table earnings and profits, or surplus, and 
converted it to capital. Justice Black de- 
livered the court’s 7-to-2 decision. Justice 
Frankfurter wrote a dissent in which Jus- 
tice Reed joined. 

The Ogilvie Hardware Company, Inc., 
of Shreveport, La., had a_ surplus of 
$149,306 in 1924 and declared a 100 pet 
cent. dividend in common stock to its 
common stockholders. The par value of 
the dividend was $100,000. In 1937 and 
1938 the company had deficits, but was 
required by the Collector of Internal 
Revenue to pay $6,915 as surtax on un- 
distributed profits for the two years. 
Lower federal courts ruled the Collector 
was wrong. 
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HOW FAR CAN YOU TRUST 
A “TRUSTED” EMPLOYEE? 


“Why did Joe take that money from the company?” 
wondered the president sadly. ‘“He’s been with us for years. 
We trusted him. Why did he do it?” 


The truth is that the management of that company was 
almost as much to blame as Joe. Without realizing it, they 
had made it easy for Joe to juggle the books — had placed 
temptation before him. And Joe was human. When trouble 
piled up at home, he found he couldn’t resist any longer. He 
just “borrowed.” 


Half a billion dollars is lost to American business every 
year — most of it through employees like Joe. Yet these 
losses can be reduced . . . and trusted employees protected 
from the temptation to steal. 


How? One way is through the special plan, developed by 
Liberty Mutual for buyers of Fidelity and Crime coverages. 
Under this plan, an Accounting Survey will help you plug up 
loopholes and prevent losses without disrupting your present 
accounting procedures. An expert, especially trained in this 
field, will work to keep you safe from losses — and your em- 
ployees safe from the temptation to steal. He will augment 
the work of your own auditors and public accountants. This 
plan has helped reduce insurance costs for leading businesses 
from coast to coast. 


You’ll be interested, as a responsible businessman, in the 
Liberty Mutual booklet, “‘Loopholes and Losses.’’ However, 
it must be personally delivered to you, since we cannot afford 
to have it fall into improper hands. Just telephone or write 
for your copy today. 





LIBERTY MUTUAL 


INSURANCE COMPANY 


HOME OFFICE BOSTON 


Smoothing the flow of merchandising 








— 
* We work to keep you safe * 
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Reconsideration Suggested for 
Accelerated Depreciation 


Pointing out that there is urgent need 
for greater flexibility in depreciation ac- 
counting, an editorial in the “New York 
Journal of Commerce’’ declares that tax- 
payers hesitate to invest in fixed assets at 
current high prices unless they can charge 
off a large part of the cost within the 
next few years, while business prospects 
ate bright. But the Treasury has generally 
disallowed acceleration of depreciation. 

“The value of more flexible deprecia- 
tion regulations has been demonstrated in 
connection with the acute housing short- 
age,” the editorial continues. ‘‘New apart- 
ment houses can be erected only at high 
cost. The owners could easily rent new 
dwellings now at rentals high enough to 
secure a satisfactory return on the invest- 
ment, but this may not be possible after 
several years of active building. Hence, 
builders hesitate to proceed with the con- 
struction of new apartments unless they 
could write off a considerable fraction of 
the cost within five years.” 

The Bureau of Internal Revenue was 
asked by the Federal Housing Admin- 
istration to authorize accelerated depre- 
ciation of rental housing during the years 
immediately following completion. Its 


reply was to authorize, for use by all tax- 
payers, a “150 per cent. declining-bal- 
ance” formula for depreciation. This 
method permits taxpayers to depreciate 
the balance of the book value of an asset 
at 150 per cent. of the straight-line rate. 
Appraising this formula, Paul D. Seghers 
in The Journal of Accountancy finds that 
“it penalizes rather than benefits the tax- 
payer.” It is far less desirable, he holds, 
than the old declining-balance method of 
computing depreciation, which is seldom 
used because of its complexity. 

“The Treasury can encourage erection 
of rental housing and acquisition of fixed 
assets generally by authorizing a high rate 
of depreciation for the first five years of 
the asset’s life. In the case of housing, it 
is suggested that taxpayers be allowed to 
write off 5 per cent. annually for five 
years. The Treasury claims that this is not 
possible under present law. If that is so, 
Congress can readily provide relief by au- 
thorizing the Bureau of Internal Revenue 
to approve a high rate of depreciation for 
the first five years after acquisition of an 
asset by a taxpayer,” the “Journal of 
Commerce” concludes. 





Coverages 


duced costs. 





INDUSTRY NEEDS 
“Cost-Plus” Insurance 


@ and a number of such plans are available to 
materially reduce the cost of your Workman’s 
Compensation and other forms of Insurance. 


® 4 Jamison Survey and Audit will determine 
the plan best suited to Your need and usually 
results in improved coverages as well as re- 


HERBERT L. JAMISON & CO. 


ONE ELEVEN FULTON STREET 


INSURANCE SURVEYS AND AUDITS 


NEW YORK 








Health-Welfare Funds Grow 


Health and welfare funds in union 
agreements, which skyrocketed into pub- 
lic consciousness in last spring’s soft-coal 
dispute and are now a stated AFL objec. 
tive, have become more important in la. 
bor-management bargaining, reports “La. 
bor Information Bulletin.” 

On the basis of surveys of recently 
started plans, the Bureau of Labor Statis- 
tics estimates 1,250,000 workers are now 
covered by health and welfare funds es- 
tablished in union agreements. This js 
more than double the 600,000-worker 
coverage shown in a survey in 1945. Both 
figures contrast with the situation in 1942, 
when the Bureau, in a special survey of 
bargaining agreements for the War Labor 
Board, found so few health and welfare 
provisions as to consider the subject of 
minor importance. 

The recently negotiated agreements in 
hard and soft coal cover 450,000 workers 
—the most covered by agreement of any 
one union; but the clothing trades’ health 
and welfare funds lead in over-all cover- 
age as well as in age. The BLS notes the 
following funds and their coverages: 
men’s clothing—275,000 workers; ladies’ 
garments—about 200,000; textile, all 
kinds—125,000; hats and millinery—20,- 
000; laundry, cleaning and dyeing—30,- 
000. Other industries, for which the Bu- 
reau has no precise information on 
workers covered, are: streets and railways; 
machinery, particularly electrical; retail 
and wholesale trade; fur and leather; 
furniture; building trades; office workers. 


SEC Amends Forms 12-K and 12A-K 

The Securities and Exchange Commis- 
sion announced on April 8 the adoption 
of minor amendments to its annual re- 
port Forms 12-K and 12A-K. Companies 
which report to the Interstate Commerce 
Commission on Form A are permitted, 
in connection with reports to the Securi- 
ties and Exchange Commission on Forms 
12-K and 12A-K, to file certain selected 
schedules in lieu of a complete Form A. 
The purpose of the amendments is to fe- 
vise the selected schedules so as to con- 
form to certain changes made in Form A 
of the Interstate Commerce Commission 
for the year ended December 31, 1946. 

The Commission will furnish copies 
of Form A to any registrant which noti- 
fies the Commission of the exact number 
of copies required and the names of the 
companies for which they will be needed. 
Printed copies of the various other forms 
of the Interstate Commerce Commission 
and the Federal Communications Com- 
mission are available and will be fur- 
nished by the Securities and Exchange 
Commission to any registrant which de- 
sires to use them and which notifies the 
Commission of the exact number of 
copies which it will require and the 
names of the companies for which the 
copies will be needed. 
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In 1944, the Pepperell Manufacturing Company 
bought a National Payroll Machine for its Fall 
River Plant. This machine gives a receipt with each 
pay envelope, listing the deductions for taxes, 
social security, savings bonds, etc. It also lists total 
earnings for the year to date, total income tax paid, 
and current total of savings for next bond. 


After installing the National, there was no trouble 
keeping deductions straight, and employees were 
pleased by its clear figures which made plain the 
running total of bond, and other, deductions. 

The management was pleased by saving two days’ 
payroll time each week. And the girls operating the 
machine, liked it immediately. 

On the basis of its performance at Fall River, the 
Pepperell Manufacturing Company installed another 
National Payroll Machine in its Opelika Plant 
(about 1,000 employees), and two in its Lindale 
Plant (about 3,500 employees). These, too, have 
given excellent service. 

Consult your local National representative, or 
write to The National Cash Register Company, 
Dayton 9, Ohio. Offices in principal cities. 


Making business 
easier for the 

American 

businessman. 


*So flexible is the National Payroll Machine that the Fall River 
payroll is now paid in cash, although formerly by check. When not 
running payroll, it is used to figure labor distribution costs, direct and 
indirect, for the entire plant. 
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Section 102 Suspension by Congress 
Is Advocated 


While Congress plans to defer corpo- 
rate tax changes this year, a resolution 
eliminating or suspending Section 102 is 
highly desirable, declares The New York 
Journal of Commerce, editorially, adding 
that ‘“When the price level has been sta- 
bilized, Congress could consider whether 
it wishes to enact such legislation anew, 
at a time when a provision of this kind 
would not have the mischievous conse- 
quences that now result.” 

The rise in commodity prices has un- 
dermined the validity of a number of tra- 
ditional accounting concepts, it is held. 
“Depreciation allowances are obviously 





























inadequate to finance the replacement of 
fixed assets at a time when the cost of re- 
placement has risen by 50-100 per cent. 
over the prewar level. Profits are substan- 
tially overstated because depreciation re- 
serves charged off are inadequate and be- 
cause reported earnings result in large 
part from higher inventory valuations due 
to higher commodity prices. 

“Under these conditions, it becomes in- 
cumbent upon corporate managements to 
retain in the business a large part of the 
earnings that are currently being reported. 
These retained earnings would, in effect, 
constitute supplementary depreciation re- 
serves and reserves against future inven- 
tory depreciation. 

“But corporations that would pursue 
such a policy run afoul of Section 102 of 
the Revenue Act, which imposes a heavy 
surtax upon “unreasonable accumulations 
of surplus” to avoid the surtax upon divi- 
dend income to stockholders. Treasury 
regulations hold that failure to distribute 
70 per cent. of earnings constitutes prima 
facie evidence of such unreasonable accu- 
mulation of surplus. True, it may be pos- 
sible to convince the Treasury that condi- 
tions created by the rise in commodity 
prices force corporations to retain a much 
higher percentage of their earnings than 
is ordinarily necessary. But there can be 
no assurance that the arguments advanced 
by management will be acceptable to the 
Treasury at some future date, and so there 
is great pressure to pay out 70 per cent. 
of earnings to avoid this risk. 

“At best, the wisdom of a statutory re- 
quirement that corporations pay out the 
bulk of their income as dividends is 
highly questionable. It is a particularly 
dangerous provision under existing condi- 
tions, because it actually forces overpay- 
ment of dividends to avoid the surtax.” 


SEC Amends Rules X-16B-2 and X-16C-2 


The Securities and Exchange Commission 
has announced the adoption of a similar inter- 
pretative amendment to each of two rules, 
X-16B-2 and X-16C-2. These rules condition- 
ally exempt underwriting transactions from 
Sections 16 (b) and 16 (c) of the Securities 
Exchange Act of 1934. Section 16 (b) is the 
section which provides that any profit realized 
by a beneficial owner of more than ten per cent. 
of any class of any equity security registered 
on a national securities exchange, or by a direc- 
tor or officer of the issuer of such a security, 
as a result of any purchase and sale (or sale 
and purchase) of any equity security of such 
issuer within a period of less than six months 
shall inure to the corporation. Section 16 (c) 
prohibits short sales of such equity securities 
by such persons. 

The two rules exempt bona fide underwrit- 
ing transactions by dealers who fall within one 
of the three classes of “insiders” specified in 
Section 16, or by dealer firms with which such 
persons are connected. However, in order to 
prevent such “insiders” or “insider firms” from 


acquiring a preferential position where they 
participate in a distribution, the exemptions 
afforded by the two rules are subject to the 
condition that “non-insiders” or ‘‘non-insider 
firms’ shall have participated in the distriby. 
tion “on terms at least as favorable” as those 
on which the “insiders” have participated and 
“to an extent at least equal to the aggregate 
participation” of all ‘‘insiders.” 

The purpose of the present amendments js 
to make it clear that the mere receipt of a fee 
as manager of an. underwriting syndicate shall 
not be deemed to destroy any exemption which 
would otherwise be available under the rules. 
(In addition, several minor changes of phrase- 
ology are being made in Rule X-16B-2 in or- 
der to conform its language to the more te- 
cently adopted Rule X-16C-2.) 


Volume and Composition of Savings 


During the third quarter of 1946, individ- 
uals saved $4.3 billion in liquid form, ac- 
cording to the quarterly analysis of saving by 
individuals in the United States made public 
today by the Securities and Exchange Com- 
mission. This rate of saving was somewhat less 
than in the previous quarter, reflecting the 
increase in consumer expenditures which mote 
than offset the increase in income after pay- 
ment of taxes. The decline in saving may be 
contrasted with the normal seasonal rise dur- 
ing the third quarter. 

The increase in cash and deposits amount- 
ing to $3.6 billion constituted by far the 
largest component of individuals’ saving dur- 
ing the third quarter of 1946. During these 
three months, individuals also added $900 mil- 
lion to their equity in government insurance, 
$700 million to their equity in private in- 
surance, $700 million to their investment in 
U. S. Government securities, and $200 million 
to their investment in savings and loan asso- 
ciations. At the same time, they increased 
their mortgage indebtedness by $900 million, 
other consumer indebtedness by $500 million, 
and reduced their investment in securities other 
than U. S. Government by $500 million. 

Of the total increase in cash and deposits 
during the three months July through Sep- 
tember, $2.6 billion was in demand deposits, 
about the same as in the preceding quarter. 
Time and savings deposits increased by $1.1 
billion while holdings of currency were re- 
duced by $100 million contrasted to increases 
of $1.6 billion and $500 million, respectively, 
during the second quarter of 1946. 

There was a net increase in individuals’ 
holdings of U. S. savings bonds amounting to 
$300 million. This reflected net purchases of 
Series F and G bonds amounting to $500 mil- 
lion, partly offset by $200 million of net re- 
demptions of Series A-E bonds. Individuals’ 
equity in U. S. Government securities other 
than savings bonds increased by $400 million. 
This increase resulted from repayments of 
bank loans of $800 million less $400 million 
of retirements in excess of market purchases. 

Of the remaining components of individ- 
uals’ saving during the third quarter of 1946, 
there were declines in individuals’ investment 
in state and local government securities and 
corporate and other securities amounting to 
$200 million and $300 million, respectively. 
The drop in individuals’ investment in corpo- 
rate securities reflected large net retirements 
and institutional purchases of corporate bonds 
partly offset by repayment of bank loans, a 
net increase in outstanding stock issues, an 
liquidation of foreigners’ holdings. The only 
other significant development in the composi- 
tion of individuals’ saving was the continued 
increase in consumer indebtedness. Mortgage 
debt increased by $900 million, the same rec- 
ord increase as in the previous quarter, while 
consumer debt other than mortgages increased 
by $500 million. 
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YON ese cnt tthe Pamingte Rand 


Printing Calculator 
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for office efficiency 


MART BUSINESSMEN get double value on a single investment 





when they install the Automatic Printing Calculator in their offiee. 


sail le ——— This machine performs all the functions of both adding machine and 
) 

* THE [ONLY | (on MACHINE 

THAT on : printed tape. Costs? Estimates? Payrolls? Inventories? Whatever the 


e divides ctvntcay job, this complete all purpose figuring machine will handle it more 
quickly, more competently. Rely on the Automatic Printing Calculator 


ordinary calculator—figure production is speeded by the compact 


10-key keyboard, and positive proof of accuracy is provided by the 


to bring your office figure work to top efficiency. 
Ask your Remington Rand specialist, or write for additional informa- 
tion to Remington Rand Inc., Adding-Bookkeeping-Calculating Machines 


Division, Department C, 315 Fourth Avenue, New York 10, New York. 


Reminglon Rend 











MACHINES FOR MANAGEMENT 


BRANCHES EVERYWHERE 
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Qualifications of Prospective Controller 
Outlined by E. W. Burbott 


Understanding of the functions of the con- 
troller is basic to a program of education or 
training for controllership, E. W. Burbott, vice 
president and controller of A. B. Dick Com- 
pany, Chicago, emphasized at a recent meeting 
of the Chicago Control. Mr. Burbott, who is a 
past president of the Controllers Institute, 
pointed to four fundamentals, on which is 
based the success of a business, as follows: 


Valid objectives 

Effective policies 

Qualified personnel 

Efficient methods and procedures 


If this be true, Mr. Burbott said, it follows 
that some continuing measurement or ap- 
praisal must be made of how closely these 
fundamentals are being adhered to. I there- 








Double 


Exposure 


Every business faces not only 
the chance of encountering 
financial misfortune through 
a variety of casualties but 
also the possibility of the in- 
surance relied upon for in- 
demnity against such losses 
being deficient or inapplic- 
able. 

This double exposure can 
be avoided if the insurance is 
fashioned upon a complete 
knowledge of the casual risks 
threatening the business, pref- 
erably obtained from an un- 
biased survey by people who 
specialize in making such in- 
vestigations. 


JOHN R. BLADES 


Insurance Adviser 
50 Church St., New York 7, N. Y. 


Established 1926 
NO INSURANCE SOLD 




















fore suggest, that basically, the function of 
controllership is simply this: 


1. To create and administer a mechanism 
capable of continually measuring or apprais- 
ing: 

A—The efficiency of methods and procedures 
used in activating the various functions 
of an enterprise 

B—The effectiveness of personnel 

C—The efficacy of policies 

D—tThe validity of objectives 


2. To reduce such measurements to clear, 
concise, unbiased, objective reports for the 
guidance of those responsible for the results 
of action. 

3. To interpret the significance of such te- 
ports and make appropriate suggestions. 

4, To impel action where indicated. 


I am aware of the fact that most of us are 
required to do many other things, many of 
which might be better assigned elsewhere, 
but that subject has no place in our discussion 
today. 

Lest I be accused of taking over the presi- 
dent’s job, let me make it abundantly clear 
that the function of the controller as I com- 
prehend it, is to measure, report, interpret, 
suggest, and cause action: and although he 
may, and I think should, participate, he does 
not on his own make decisions concerning func- 
tions other than his own. 

Before that back-drop it appears to me that 
the beginner must possess these qualifications 
and characteristics. 

1. He must of necessity have a sound broad 
knowledge of all phases of Accounting: but 
more important a realization that Accounting is 
merely a tool, a means to an end, not an end in 
itself. 

2. He must have a firm grounding in the 
principles of Economics before he can attempt 
to interpret clearly some of the implications of 
his own reports; but more important a realiza- 
tion that the determination of the impact of 
economic forces upon his own business will 
require much longer and deeper study than any 
four year college course in the subject. 

3. He must have had sufficient training in 
business law to recognize a legal problem when 
confronted with one; but more important a 
realization that he is not a lawyer, and the good 
sense to seek competent legal counsel when 
needed. (I might say here parenthetically, ac- 
counting counsel as well.) 

4. He must have a sound grasp of all that 
the subject of business organization implies: 
but more important a realization that unless 
the organization of his enterprise is such that 
functions are clearly defined without overlap- 
ping, with responsibility definitely delegated, 
his measurements are sure to be inconclusive, 
if not entirely meaningless. 

5. He must have a broad clear understanding 
of the various functions of his business enter- 
prise, such as Financing, Research, Engineer- 
ing, Manufacturing, Marketing, Personnel and 
Public Relations; but more important a realiza- 
tion that the specialists in charge of these func- 
tions have as broad and certainly more specific 
knowledge of their jobs than he can possibly 
hope to possess. 

6. He must realize that he lives in a con- 
stantly changing world; that nothing remains 
static; and he must possess the capacity to fol- 
low and understand the significance of eco- 
nomic, political and sociological evolution. 

Enough has already been said or writtten 
about the necessary personal characteristics of 
the Controller, but I think that three points 


deserve emphasis for the benefit of the beginner, 

He must be a diplomat, since he will be 
faced with the necessity of impelling to action 
persons over whom he has no authority to com. 
pel action. 

He must be a salesman, since his objectives 
can only be reached by creating in the minds of 
others, an understanding and an acceptance of 
the genuine worth of the service he seeks to 
make available to them. 

Consonant with these two characteristics, he 
must possess unlimited patience and persever- 
ance, since he will find it sometimes takes 
weeks, months, and even years to eradicate 
ingrained habits and biases, or merely plain 
misunderstanding. 

I have attempted to convey the thought, that 
between the end of a young man’s scholastic life 
and his arrival at the foot of the ladder of con- 
trollership, stretches a long, hot, dusty, road of 
apprenticeship, which weeds out the unfit. 

That our institutions of learning can help to 
shorten this road, I have not the slightest doubt, 

That enlightened training and supervision 
on the job, can shorten this road, is also true. 

But whatever accomplishments are possible 
by these means, I want to impress upon our 
beginner that he will find himself a long way 
from the size of pay check he covets. 


Capital Gains Treated in 
Panel Report 


The knotty problem of tax treatment of capi- 
tal gains and losses is treated by a number of 
distinguished participants in “Capital Gains 
Taxation,” which is the first of the recently 
initiated Tax Institute Panel Series. Accord- 
ing to Mr. Thomas N. Tarleau, Chairman of 
the Panel Committee, this topic was selected 
for consideration by the Tax Institute Panel 
Committee because it believes “‘that has cre- 
ated more controversies than almost any other 
single feature of our revenue system.” 

The publication contains a report of the 
discussion of these participants in a two-day 
session. In addition to the Chairman, who is 
a member of the New York Bar and was form- 
erly Tax Legislative Counsel of the Treasury 
Department, participants were Franklin Cole, 
of Cole, Hoisington & Company, Inc., Harold 
M. Groves, University of Wisconsin, George 
O. May, of Price, Waterhouse and Company, 
Harry J. Rudick, of Lord, Day & Lord, Beards- 
ley Ruml, R. H. Macy & Company, Eustace 
Seligman, of Sullivan & Cromwell, Lawrence 
H. Seltzer, Wayne University, and Carl Shoup, 
Columbia University. 

The panel discussion covers such preliminary 
considerations as Concepts of Income, Concepts 
of Capital Gains, Social and Economic Effects, 
and Mechanical Difficulties. There are chap- 
ters on the British Attitude on Capital Gains, 
Capital Gains and the Individual, and Capital 
Gains and the Corporation. 

It is interesting to find that all of the pat- 
ticipants favor at least moderate taxation of 
capital gains, although there is considerable 
difference of opinion on details. Some of the 
liveliest discussion centers around rates and 
periods. A gradual tapering of the rates with 
complete exemption after a specified number of 
years is strongly advocated by some of the pat- 
ticipants. 

The importance of studying the operational 
effects of the tax was emphasized by several 
participants, particularly Mr. Ruml, who ad- 
vocated further study of such consequences. It 
was generally agreed that a factual study of 
considerable proportions would be necessaty 
to be effective, but that such a study would 
be highly desirable. In the meantime it was 
suggested by Mr. Cole that “the decision 
should revolve around venture capital and the 
fluidity of markets.” ao 

The publisher of ‘‘Capital Gains Taxation 1s 
Tax Institute, 150 Nassau Street, N. Y. 7, N. Y. 








nner, 
il be 
ction 
com- 


tives 
ds of 
e of 
Ss to 


5, he 
ever- 
takes 
icate 
plain 


that 
> life 
con- 


d of 


lp to 
dubt. 
ision 
true, 
sible 
our 
way 


capi- 
r of 
rains 
ently 
‘ord- 
n of 
cted 
‘anel 
cre- 
ther 


the 
-day 
0 is 
orm- 
sury 
“ole, 
rold 
orge 
any, 
irds- 
tace 
ence 
up, 


nary 
epts 
acts, 
1ap- 
ins, 
vital 


par- 

ot 
able 
the 
and 
vith 
r of 
Dar 


ynal 
eral 


It 

of 
sary 
wuld 
was 
ion 
the 





The Controller, June, 1947 307 


Burroughs 





THE MARK OF SUPERIORITY 
IN MODERN BUSINESS MACHINES 


Bookkeeping Machines 





Burroughs 
* Adding Machines 


$) 
% » Typewriter Accounting Machines Calculators 


Receipting Machines 





Burroughs 





Cash Registering Machines 


Statistical Machines 











308 


The Controller, June, 1947 


Production as the Key to Prosperity 
Noted by 20th Century Fund Study 


The nation’s productivity is the key to 
its future welfare, with the only way to 
raise the ultimate ceiling on production 
being through further increases in output 
per worker and per man-hour, according 
to a new report of the Twentieth Cen- 
tury Fund. The survey, ‘America’s Needs 
and Resources,” was directed by Dr. J. 
Frederic Dewhurst. 

In it Dr. Dewhurst points out that 
“over the long run the efficiency of the 
individual worker is a minor element in 
the productivity of the labor force.” Tech- 
nological improvements, he says are the 
most important factor in raising output 
and making possible material progress, al- 
though the accompanying technological 
unemployment must also be accepted. 

Analyzing some of the effects of the 
“power age’ on modern living, Dr. Dew- 
hurst declares that ‘‘although many a 
worker in commerce and industry, and 
especially in agriculture and construction, 
still has to ‘work like a horse’ in the 
traditional meaning of the term, power- 
driven machinery is now doing most of 
our work for us—from digging ditches 
to adding columns of figures. Most oc- 
cupations in the United States today re- 
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quire more horse sense than horsepower 
—and take their toll in nervous exhaus- 
tion, rather than muscular fatigue.” 

It is, he says, the “phenomenal in- 
crease in the use of inanimate energy, 
which more than anything else accounts 
for the high standard of living and the 
economic primacy of the United States 
in the modern world.” 

Dr. Dewhurst asserts: “If we could in- 
crease output per man-hour at the average 
rate of the two decades before the war, 
which seems quite possible, we could turn 
out a gross product of nearly $200,000,- 
000,000 in 1950.” On the same basis, 
he estimates a total output of $249,000,- 
000,000 would be possible in 1960. 

Summing up the outlook for the future, 
Dr. Dewhurst concludes: “There are 
good reasons to believe that the techno- 
logical progress of the past will continue 
in the future, perhaps at an accelerated 
rate; but it would be a mistake to assume 
that further progress is inevitable. 

“Whether we increase output per man- 
hour during the next decade by 18 per 
cent. or by some other percentage—or not 
at all—will not be determined by ‘pro- 
jecting past trends.’ It will be determined, 
as it has been in the past, by a multitude 
of actions and decisions on the part of 
individuals: Inventors, industrial man- 
agers, entrepreneurs, investors, workers 
and consumers. It is this collective deci- 
sion, conditioned by their hopes and 
fears, expressed in the halls of govern- 
ment as well as in the market place, that 
will determine whether we will continue 
to multiply the fruits of the Power Age.” 


Northern Cotton Textile Wages 
Well Above 1941. Levels 


The Northern cotton textile industry, 
first to grant increases during the “‘sec- 
ond round” of postwar wage demands, 
has since January, 1941, provided its 
wage earners with the greatest relative 
pay increases granted in any industry, ac- 
cording to a study by the National Indus- 
trial Conference Board. During the pe- 
riod from January, 1941, to September, 
1946, straight-time hourly earnings for 
Northern cotton textile workers nearly 
doubled (up 97.9 per cent.). Workers 
in other nondurable goods industries, 
meanwhile, received increases amounting 
to 68.7 per cent. All manufacturing 
groups, during the same period, were 
granted increases of 63.1 per cent. on 
straight-time hourly pay. 

Irrespective of the wage measurement 
used, earnings of Northern cotton textile 
workers at the close of the war and in 
the postwar months were well above 


January, 1941, levels. Average straight. 
time hourly earnings, for example, rose 
from 46.7 cents in January, 1941, to 
about $1.02 in January, 1947. The stand- 
ard of living of Northern cotton goods 
workers had not been impaired up to Sep- 
tember, 1946, the last month for which 
official figures of wages and cost of living 
were available at the time the latest wage 
request was being negotiated. 

Hourly earnings were double the pre- 
war rate. Even after adjustment for tis- 
ing living costs, the pay for an hour's 
work had increased about 40 per cent. 
The average gross weekly pay check was 
121 per cent. higher as a result of higher 
wages and a longer work week. In terms 
of “real” weekly earnings before taxes, 
September, 1946, earnings were 53 per 
cent. above those of January, 1941. 
Agreement between the union and the 
mills in the closing months of 1946 added 
ten cents to the hourly wage, bringing 
straight-time earnings to approximately 
$1.02 an hour. 

The Conference Board surveyed 50,000 
workers in sixty-three New England mills 
to obtain statistics on the postwar wage 
structure. 


Federal Reserve Status Appraised 


The scope and functions of the Federal 
Reserve System in the field of monetary 
policy have been transformed as a result 
of World War II, according to Robert B. 
Warren of the Institute for Advanced 
Study, a contributor to ‘Economic Policy 
and the Development of Economic Sci- 
ence and Public Policy,” published by the 
National Bureau of Economic Research. 

“The essence of management had been 
the ability of the central bank to domi- 
nate the market rate of interest by its con- 
trol of the quantity of money, whether its 
action was dictated by the exigencies of 
the foreign exchanges or by tlie indicated 
requirements of the domestic economy. 

“Under the new circumstances, result- 
ing from war finance, the magnitude of 
the public debt in the aggregate, the 
amount held in the banks, and the rate 
pattern on which its value rests, now 
largely determine the limits of Federal 
Reserve action. It can no longer use tts 
control over rates and over the quantity 
of money for the purpose of controlling 
the business cycle. Both are considered 
primarily, one might say, solely with ref- 
erence to the public debt..... 

“The overriding fact of the public debt 
has thus altered the status of the Reserve 
System,” Professor Warren maintains. ‘It 
has become merely one of the many agen- 
cies in Washington charged with a frag- 
mentary responsibility for administering 4 
sector of the money economy. It is fe- 
markable that the only agency in Wash- 
ington with any extended experience of 
tradition in the problems of the money 
economy has been relegated to what 1s 
hardly more than an advisory capacity. 
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Business’ Role in Price Adjustments 


The role of business in orderly price 
adjustments was the subject of a state- 
ment of the Business Committee on Na- 
tional Policy of the National Planning 
Association recently. The statement de- 
clared: 

The need for orderly price adjustments 
offers business an opportunity for eco- 
nomic statesmanship. It is true that busi- 
nessmen are not alone responsible for 
the price situation that has developed dur- 
ing the past several months. But this 
statement is being deliberately restricted 
to a consideration of the area of business 
influence and business responsibility. 

We are not talking here about the re- 
lation of last year’s wage demands to 
this year’s prices. We are not talking 
about abnormally high farm prices and 
the effect they have had on the price 
structure and the cost of living. Nor 
are we talking about the Government's 
tardiness in reducing taxes that increase 
the cost of living. We are here concerned, 
not with placing blame for the present 
situation, but with placing responsibility 
for leading the country out of it. That 
responsibility is squarely up to business- 
men. 

The question of prices goes to the 
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heart of the American economy. Under 
private enterprise it is by means of prices 
that we determine how resources are used 
and how the output of the economy is 
divided. These determinations, however, 
are affected by decisions that are made by 
individuals—primarily by businessmen, 
who stand at the crossroads of the econ- 
omy. Even under normal conditions, sat- 
isfactory operation of the price system re- 
quires both judgment and vigilance of 
businessmen. Today's abnormal condi- 
tions make business judgment and busi- 
ness vigilance more imperative than ever. 

Price control was adopted during the 
war to protect the price system and the 
economy from the extreme pressures and 
strains of war and inflation. When price 
control was abandoned last year it was 
on the assumption that the economy was 
close enough to normal for the price sys- 
tem to work satisfactorily. What has been 
put to the test these past few months and 
what is under test today is not our his- 
toric price system but the businessmen 
who use it. 


BUSINESS RESPONSIBILITY 


The end of price control immediately 
increased the responsibilities of the busi- 
ness community. Thoughtful businessmen 
knew that. Some businessmen, however, 
have not faced up to the responsibilities 
which the still persisting dislocations of 
the war period impose. 

Businessmen cannot assume that be- 
cause current market conditions—includ- 
ing an unprecedented volume of liquid 
assets—make higher prices and higher 
profits possible such prices and profits are 
therefore desirable. A higher price should 
result in expansion of output, but when 
widespread shortages hamper output, as 
they have since the war’s end, the law of 
supply and demand works too slowly to 
provide an effective antidote for high 
prices. 

In distribution, the limitation of supply 
has removed the normal business oppor- 
tunity to expand sales through price re- 
ductions. In production, the shortages of 
materials and parts have had a similar 
result. In construction, the restriction due 
to shortages is reinforced both by the 
abnormal level of prices and by the cost 
uncertainties caused by the absence of 
firm prices. As a consequence, the high 
profits yielded by today’s high prices can- 
not have their normal result of securing 
reasonably prompt expansion of invest- 
ment in plant and equipment. All that 
excessive prices do is drain off today’s 
purchasing power and dry up tomorrow’s 
market. 

Today’s abnormal conditions severely 
limit the reliance that can be put on the 
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semi-automatic regulation of prices by 
the market, and correspondingly increase 
the responsibility of businessmen. These 
abnormalities have resulted in altogether 
too many instances of dangerous pricing 
practices. Many prices today are badly 
out of line and must be brought down as 
rapidly as orderly readjustment makes 
possible. The alternative to such a tead- 
justment now is a serious price slump 
later, with damage not to business alone 
but to the country as a whole. 


LONG-RUN OBJECTIVES 


Businessmen thus have an obligation, 
to themselves and to the country, to look 
hard at the prices they are charging and 
the prices they are paying, and to start 
now to bring down any that are too high. 
This is an obligation that has its counter- 
part for labor, for agriculture, and for 
government. In every area of the economy, 
policy must be geared to long-run objec- 
tives. These objectives can be put very 
simply. 

Prices must be low enough that con- 
sumers as a whole can afford to buy the 
consumer goods that are produced, but 
not so low as to discourage production 
and investment. Wages and salaries must 
be high enough to enable workers, as con- 
sumers, to do their full share in clearing 
the market, but not so high as to limit 
employment opportunities. On the basis 
of such prices and such wages, at high 
levels of production the economy will 
yield wholly satisfactory profits, even 
with modest margins, and thereby insure 
an adequate and sustained flow of invest- 
ment. 

The more successfully short-run poli- 
cies are adapted to these long-run objec- 
tives, the moze smoothly shall we move 
through the period of transition. And the 
sooner shall we reach a stage in which 
greater reliance can be placed upon the 
self-adjustment of the market. 

Price developments since last June 
strongly emphasize the need for increased 
vigilance on the part of businessmen. In 
the second half of 1946, consumer prices 
were cattied up as much as they had 
risen during the preceding 4 years. 
Wholesale prices rose more sharply still, 
while the prices of basic foodstuffs and 
other raw materials soared. In this tise, 
consumer prices outran consumer n- 
comes. The purchasing power of the aver- 
age American is lower today than last 
summer, although business is producing 
more and more goods which he is ¢x- 
pected to buy. That is why retail sales 
are lagging and inventories are beginning 
to cause some worries. . 

These price increases, with some sig: 
nificant exceptions, also ran ahead of 
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costs and thus brought a sharp expansion 
of profits in 1946. This expansion, which 
was particularly marked in the fourth 
quarter, has continued through the first 
quarter of 1947. Despite generally attrac- 
tive profits and today’s low money rates, 
however, businessmen are not rushing to 
borrow for investment. This is not sur- 
prising. Every informed businessman tec- 
ognizes that abnormally high earnings 
such as these—which have brought the 
average return close to levels attained 
before the war only in 1928 and 1929— 
cannot last. 


TRUSTEES OF ENTERPRISE 


Businessmen are in effect the trustees 
of the enterprise system. They are its 
principal operators. Other economic 
groups share in the operation of the sys- 
tem, and other economic groups must 
cooperate if readjustment is to be car- 
ried through. But it is to the risk-takers 
of our system that the public logically 
looks for risk-taking. 

Businessmen are keenly aware that 
wage increases put pressure on prices. 
They must be equally aware that unwar- 
ranted price increases can make wage in- 
creases imperative. They must be aware, 
too, that price increases which yield ex- 
cessive profits that cannot be invested and 
are not paid out in dividends siphon off 
purchasing power and spell unemploy- 
ment. On the other hand, any price re- 
duction that contributes to a lowering of 
living costs lessens the need for wage in- 
creases. Stable or declining living costs, 
by reducing uncertainties on the wage 
front, open the way for additional price 
reductions. 

Businessmen as a whole have a deep 
community of interest in guarding against 
prices that cannot be squared with sus- 
tained markets and sustained production 
—whether the prices be those they charge 
or those they pay. 

Above all, neither businessmen nor the 
country can tolerate undercutting the en- 
tetprise system through restriction of out- 
put as an alternative to the reduction of 
excessive prices. 

Because of this underlying community 
of interest in policies that make for full 
production, business as a whole looks 
with disfavor on those business elements 
that are out of step. The welfare of the 
many can be jeopardized by the few. 

If orderly price reductions do not be- 
come more general, business must share 
the blame for the slump that is then sure 
‘0 come. The pioneering price reductions 
that are being made could, however, mark 
the beginning of an orderly readjustment 
of Ptices. If they do, then American busi- 
fess is on the way to demonstrating its 
‘conomic statesmanship. 

Signers of the Statement included: 

Beardsley Ruml (Chairman oe 
Macy & Company; P. B. Stull (Vice 
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Chairman), Hercules Powder Company ; 
S. C. Allyn, National Cash Register Com- 
pany; Robert F. Black, The White Mo- 
tor Company; Harold Boeschenstein, 
Owens-Corning Fiberglas; Eugene Bur- 
gess, General Mills, Incorporated; S. K. 
Colby, Aluminum Company of Amer- 
ica; H. L. Derby, New York City; EI- 
mer G. Diefenbach, American Securities 
Corporation; Guy Emerson, New York 
City; Robert Heller, Robert Heller & As- 
sociates ; Stanley A. Holme, General Elec- 
tric Company; Thomas Roy Jones, ATF, 
Incorporated; Robert W. McChesney, 
Harry Alexander, Incorporated; Elmo 
Roper, Marketing, New York City; Harry 
J. Rudick, Lord, Day and Lord; H. Chris- 
tian Sonne, Amsinck, Sonne and Com- 
pany; Vernon B. Stouffer, Stouffer Cor- 
poration; Charles J. Symington, Syming- 
ton-Gould Corporation; J. Carlton Ward, 
Jt., Fairchild Engine & Airplane Corpo- 
ration; James C. Willson, Curtiss-Wright 
Corporation; Charles E. Wilson, General 
Electric Company; Irwin D. Wolf, Kauf- 
mann Department Stores, Inc. 








Positions Wanted | 








Financial Executive 

Age 47, with broad industrial experience as 
director, treasurer and controller, seeks con- 
nection with large organization requiring an 
aggressive top-flight executive fully qualified 
to assume heavy responsibilities as organizer 
and administrator of financing, accounting, 
budgets, costs and controls. Excellent cost re- 
duction record. Tough assignment welcomed. 
Go anywhere. Address: Box 706, ‘The Con- 
troller,” One East Forty-Second Street, New 
York 17. 


Treasurer—Controller 
Desires new connection with a progressive 
and stable organization. Now employed with 
company of multiple plant operations. With 
nineteen years of experience is thoroughly 
versed in accounting systems and procedures, 
costs, budgets, finance, credits, taxes, consoli- 
dations, reorganizations, management, investi- 
gations, surveys, and personnel organization. 
Institute member. College graduate, married, 
age 42, excellent health. Address: Box 707, 
“The Controller,’ One East Forty-Second 

Street, New York 17, New York. 


Controller—Administrative Executive 

Institute member available on reasonable no- 
tice. Have had 17 years of broad experience 
in the retail field. Experience embraces con- 
trollership, superintendency and merchandis- 
ing. Practical experience in accounting, sys- 
tems, budgets, inventory control, finance, cred- 
its, taxes, insurance, maintenance and buying. 
Also several years’ public accounting experi- 
ence. College training. Age 40. Married. Ad- 
dress: Box 708, ‘““The Controller,’”’ One East 
Forty-Second Street, New York 17, New York. 


* * * 

At the peak of the war effort, accord- 
ing to a Twentieth Century Fund report, 
the’ government was spending $100 bil- 
lion a year, $8 billion a month, $2 bil- 
lion a week, $12 million an hour, $200,- 
000 a minute and $3,333 a second. 


Is your payroll 
a sacred cow? 





| ae you'll be amazed to 
learn how much it now costs you to 
prepare a payroll. 

Perhaps your firm is spending more 
time and energy “getting out the pay- 
roll” than is really necessary. 


You can change this . . 


. . . As soon as you realize that your 
payroll does not have to be handled in 
your own office. 

No matter how complicated your prob- 
lem may seem, we can do your payroll 
and related tax work for you on high 
speed alphabetic and numeric tabulat- 
ing machines. 

We will provide you with a complete 
package of payroll work just as you 
want it... payroll registers, labor 
distribution schedules . . . everything 
from unsigned payroll checks to W-2 
forms! 

And, your payroll figures are kept just 
as confidential as a checking account 
at the bank. 

Send for “Payroll Service,” a fasci- 
nating booklet that answers many 
questions concerning this efficient, 
confidential service. 


Tabulation specialists 


Need quick, accurate compilation of 
sales analyses . . . traffic studies .. . 
price studies . . . retroactive pay-in- 
crease calculations? The Recording 
and Statistical Corporation will com- 
pile your statistical reports of most 
every type! 
Write for literature and quotations to: 


Recording and Statistical 


Corporation 
CHICAGO BOSTON - _ DETROIT 
MONTREAL TORONTO 


102 Maiden Lane, New York 5, N. Y. 
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Hijackers Reported Appraising Cargoes 
Before Trucks are Robbed 


Hijacking has become so well organ- 
ized that “appraisers” value cargoes and 
submit samples to “‘fences’’ even before 
trucks are robbed, according to speakers 
on the Commerce and Industry Associa- 
tion’s weekly radio business forum re- 
cently. Henry C. Thorn, manager of the 
Marine Department of the Insurance 
Company of North America and past 
president of the Board of Underwriters of 
New York, asserted that “unquestionably 
hijacking has increased since the end of 
hostilities and today has reached propor- 
tions greater than ever before in our his- 
tory.” 

Malcolm Johnson, special feature 
writer for ‘““The New York Sun,’ added 
that hijacking and organized theft costs 
“an estimated $25,000,000 annually in 
merchandise of all types, including scarce 
postwar commodities. Among the im- 
mediate effects of hijacking,” Mr. John- 
son continued, “‘aside from the loss of 
merchandise, are soaring insurance rates 
on trucking shipments. Some trucking 
companies literally have been hijacked out 
of business, finding that after suffering 
heavy losses they are unable to buy ade- 
quate insurance coverage or else that the 
rates are prohibitive.” 

U. S. Attorney John F. X. McGohey, 
the third member of the business forum 
panel, pointed out that ‘experience in my 
office in hijacking cases proves such crimes 
result from organized gangs, often former 
bootleggers and their henchmen. 

“The gangs are integrated among truck 
drivers, checkers, dispatchers and garage- 
men, numbering in some instances as 
many as 20 or 30 persons, each perform- 
ing an integral part in the ‘Operation Hi- 
jack.’ It is so well organized that it can be 
divided into the following classes of spe- 
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Write for Pamphlet 
“Recent Developments” 


PENSION PLANNING COMPANY 
Actuarial Consultants 


MEYER M. GOLDSTEIN, C.L. U. 
Director 


527 Fifth Avenue, New York 17 











cialists: truck spotters, actual hijackers, 
drivers who drive the hijacking truck, op- 
erators of the ‘drop,’ the actual ‘fences’ 
and salesmen,’ Mr. McGohey declared. 

Thomas Jefferson Miley, Secretary of 
the Commerce and Industry Association 
of New York, who acted as Moderator, 
explained to listeners that a “drop” is the 
place to which stolen goods are taken for 
disposal, and that a ‘‘fence” is the person 
who pays thieves for their loot and makes 
a profit by channeling the merchandise 
back into commerce or disposes of it to 
individual consumers. 

According to Mr. Thorn, “the old 
adage that crime does not pay certainly is 
not borne out by experience in hijacking 
operations. These losses,” he said, ‘‘in the 
last analysis are spread over our entire 
economy, irrespective of the fact that the 
individual losses may be covered by insur- 
ance everyone pays.” 

Mr. Thorn revealed that an organiza- 
tion is being established to combat this 
type of crime. “Vital steps are about to be 
taken in the New York Port area, mainly, 
the setting up of a re-created Bureau for 
the Suppression of Theft and Pilferage, 
Inc. Backed by all maritime interests, this 
agency will do all it can to see prompt 
and severe punishment meted out to cul- 
ptits.”” 

Mr. Johnson explained that “the hi- 
jacking technique was developed during 
prohibition, when warring bootleg gangs 
preyed upon one another, seizing truck 
loads of bootleg liquor, usually to the ac- 
companiment of machine guns spelling 
sudden death. The modern hijackers, 
highly organized, have perfected the tech- 
nique,” he added, “‘and today concentrate 
on all types of merchandise, though at the 
moment textiles are the number one tar- 
get, especially in the East. 

“The trucking thieves and hijackers,” 
Mr. Johnson continued, ‘‘are as well-or- 
ganized as many business concerns and 
operate just as efficiently. The gangs, usu- 
ally working in conspiracy with corrupt 
trucking company employees, are able to 
obtain complete and detailed information 
on shipments—the type of merchandise, 
its value, destination and route to be 
taken.” 

On this point, Mr. McGohey com- 
mented: “The crime has become so finely 
detailed that often samples of the mer- 
chandise to be hijacked are displayed to 
the fence in advance of the hijacking. Un- 
doubtedly, the ultimate receivers, and 
sometimes the fences themselves, are 
black marketeers and have, as paid em- 
ployees, men who are so well trained that 
the price can be competently appraised 
and a large profit obtained on resale. 

“My  experiences,’”” Mr. McGohey 


added, “show that the hijacker gets 4 
standard fee for his stolen loot, namely, 
without exception, one-third of the whole. 
sale value. In order to be accurate as to 
this cut, the actual invoices riding with 
the truck are used as the standard of price, 
In other cases, the paid appraisers fix the 
price.” 

All three speakers agreed the only solu. 
tion to the hijacking problem is the coop- 
eration of all law enforcement agencies, 
They also cited the difficulty of obtaining 
convictions in this field because of the 
gangs’ businesslike methods of operation 
and the fear of reprisals by the under. 
world for giving information to the po- 


lice. 
* * * 


According to a Twentieth Century 
Fund investigation, workers in the build- 
ing trades lose 20 to 30 per cent. of their 
time in an average year because of sea- 
sonal layoffs. 
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three applicable “base years” (a base year 
is the calendar year immediately preced- 
ing a benefit year). 


Such wages for an individual are desig- 
nated in the law as “wages of com- 
pensated employees” and the total of 
such wages for an employer are desig- 
nated as “employer's wages of com- 
pensated employees.” 


The employer's “benefit experience in- 
dex” is the ratio determined by dividing 
his “employer's wages of compensated 
employees” by the total of ‘‘wages” paid 
by him to all employees during the three 
applicable base years. Such ratio to be 
computed to the third decimal place and 
the remaining fraction, if any, dis- 
regarded. The benefit factor is computed 
from the following table: 








Points For 
Benefit Factor 


Benefit Experience Index 


Less than .04 12 
.04 or more but less than .05 11 
.05 or more but less than .07 10 
.07 or more but less than .08 
.08 or more but less than .09 
.09 or more but less than .11 
.11 or more but less than .12 
.12 or more but less than .13 
.13 or more but less than .15 
.15 or more but less than .16 
.16 or more but less than .17 
.17 or more but less than .18 
.18 or more 





\ CORNY RUQAYDHO 








In order to determine the number of 
points to be awarded for the quarterly fac- 
tor it is necessary that a record be estab- 
lished of the total remuneration (includes 
amounts in excess of $3,000 per year paid 
to an employee and all other wage pay- 
ments) paid during each quarter of the 
three calendar years immediately preced- 
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ing the computation date. Each quarter's 
figures ate compared with those of the 
uarter immediately preceding and if less, 
the difference is computed. The amount 
of the difference is divided by the total 
remuneration of the higher of the two 
quarters, the division being carried to the 
fourth decimal place and the remaining 
fraction, if any, disregarded. Such quar- 
telly decrease quotients are totalled and 
the points to be awarded to an employer 
are determined from the following table: 


Points for 
Quarterly Factor 


Sum of Quarterly 
Decrease Quotients 


Less than 0.5 
0.5 or more but less than 1 

1 or more but less than 1.5 
1.5 or more but less than 2 

2 or more but less than 2.5 
2.5 or more but less than 3 

3 orf more 


BNW RUA 


~ 
i) 


The points to be awarded for the age 
factor are determined from the following 
table: 


Points For 
Years of Liability For Contribution Age Factor 
8 years or more 5 
5 years or more but less than 8 years 4 
Less than 5 years 


The points awarded to an employer for 
benefit factor, quarterly factor and age 
factor are totalled and constitute the “em- 
ployer’s experience factor.” ‘Qualified 
employers” (those employers who have 
paid their unemployment insurance taxes 
for seventeen or more consecutive quar- 
ters prior to the first Monday in June) 
are grouped into six credit classes in ac- 
cordance with their experience factors as 
follows: 


Points in Employer's 


Experience Factor Credit Class 
20 to 23 I 
16 to 19 II 
12 to 15 Ill 
8 to 11 IV 
4to 7 Vv 
3 VI 


After the Division of Placement and 
Unemployment Insurance has assigned a 
credit class number to all qualified em- 
ployers, an analysis is made of the preced- 
ing year’s payrolls and contributions due 
and the dollars for each credit class are 
determined. Then, after the amount of 
surplus has been calculated, computations 
are made to determine the class credit fac- 
tor for each credit class. At this time 
(April 28, 1947) complete figures are 
hot available but assuming that contribu- 
tions payable for 1946 will be $253,900,- 
000, that the distributable surplus will be 
$140,000,000, and that the percentages of 
payroll for each credit class will be the 
same for 1946 as for 1945, the class credit 
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An expert at fielding peanuts, 
Johnny misses only one out of five 
... his errors keep Fido supplied 
with hors d’oeuvres...and nobody 
loses. But the producer of peanuts, 
unlike the consumer, can’t afford 
to make errors or lose time in his 
accounting for goobers . . . because 
profits depend on comprehensive, 
up-to-the-minute production data, 
intelligibly assembled. 

The Tom Huston Peanut Co. of 
Columbus, Ga., maker of Tom’s 
Toasted Peanuts, uses fact-finding 
McBee Keysort for first-thing-in- 
the-morning reports on yesterday’s 
production and payroll facts. The 
results: Production always knows 





= Two Ways to Tally 


Tom ’s Toasted Peanuts 






what to make and when to make 
it; Sales knows what to sell and 
what will ship; Payroll knows whom 


to pay and how much. 

“Counting peanuts” the McBee 
Keysort way saves time and money, 
eliminates guesswork in planning. 
The Tom Huston Peanut Company 
knows where it’s going because it 
knows where it’s been. 


Economical, easy to install and 
operate, fact-finding McBeemethods 
speed and simplify every business 
routine. If you want more business 
facts, in more usable form... and 
want them faster... get in touch 
with the nearest McBee man. 


THE McBEE COMPANY 


SOLE MANUFACTURERS OF KEYSORT 
295 Madison Avenue, New York 17, N. Y... Offices in principal cities 
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factors for 1947 for each credit class will 
be as follows: 


Class Credit Factor 


Credit Class 
I .0159 
II .0127 
Ill .0095 
IV .0063 
V .0031 
VI .0000 


Details of these commputations, which 
have been made under the requirements 
of the law, are shown in Figure 1. These 
are, of course, theoretical figures, but 
some of them will probably be close to 
the actual figures. The most difficult fig- 
ures to estimate at this time are the allo- 
cations of payroll and tax dollars to credit 
classes. If the percentage of payroll dol- 
lars for Credit Class I (.7774 in Col. 4) 
is higher than that shown, all class credit 
factors will probably be lower than 
shown; whereas if this percentage is 
lower than shown, the class credit factors 
will probably be higher. 

Based on these figures an employer in 


FIGURE 2—EXAMPLE OF TAX COMPUTATION 


Assumptions 
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Credit Class I with a payroll of $1,000,000 
in 1946 would receive a credit memo- 
randum for $15,900 (the class credit fac- 
tor of .0159 times the payroll) some time 
during the latter part of the year. This 
credit memorandum could be used in the 
payment of taxes (or contributions) due 
up to 2.7 per cent. of payrolls paid for 
employment during the twelve months’ 
period October 1, 1947 to September 30, 
1948. 

As soon as all computations have been 
made, the Division of Placement and Un- 
employment Insurance will prepare a re- 
port similar to Figure 1 for the overall 
unemployment insurance tax operations 
in the state. The Division will also pre- 
pare for and submit to each qualified em- 
ployer in the state, a statement giving the 
employer his class credit factor, the net 
amount of his credit memorandum and 
the pertinent data required to verify the 
accuracy of the figures. 


Sample Computation 
In Figure 2 there is given an example 
which illustrates how the old law worked 


and how the new law will work, as ap. 
plied to the records of an individual em. 
ployer. 

From this example it is noted that the 
employer is assigned to credit class I un. 
der both the new and the old laws, al. 
though he received 23 points under the 
provisions of the old law, and 21 points 
under the provisions of the new law. The 
loss of two more points under the new 
law would have placed this employer in 
credit class II. No one can tell at this time 
as to whether or not such a shifting of 
points will be typical or not. It will, of 
course, be inevitable that some employers 
will have their standing improved by the 
change in the law and that some will have 
their standing lowered. 

Under the example shown, and under 
the theoretical assumptions shown in Fig- 
ure 1, this employer would have a class 
credit factor of .0159 for 1947 under the 
new law. This would insure that this 
employer would receive a credit memo- 
randum for $34,937.71, which could be 
applied against his unemployment insur- 
ance taxes (or contributions) due for 


Assume that the Brown Mfg. Co. started in business January 2, 1930, and that payroll figures 


for the 17 completed quarters prior to June 2, 1947 were as follows: 


Year Quarter Remuneration 
1943 Total $2,491,938 
1944 1 580,902 
2 602,734 
3 640,825 
4 675,328 
Total $2,499,789 
1945 1 609,218 
2 653,472 
3 595,815 
4 565,390 
Total $2,423,895 
1946 1 540,222 
2 565,879 
3 630,281 
4 692,408 
Total $2,428,790 
1947 1 640,318 
Summary 


Wages of 


% Quarterly 





Total Wages—1943, 44 and 45 

Wages of compensated employees related to above base years 
Employer’s benefit experience index 

Total of Quarterly declines—1944, 45 and 46 

Total of Annual declines—1945 and 46 

Years liable for contribution 


Credit Class Computation under Old Law 
Employers Experience Factor 

Annual Factor 

Quarterly Factor 

Age Factor 


Yo Annual 
Compensated Decline Decline 
Wages Tax @ .027 Employees (Remuneration) (Wages) 
$2,266,843 $61,204.76 $ 96,217 
$2,274,098 $61,400.65 $202,043 
0979 
-0882 
.0511 
$2,204,937 $59,533.30 $145,372 0305 
.0445 
$2,197,340 $59,328.18 a .0035 
$6,745,878 
443,632 
.065 
.2817 
.0340 


8 Years or more 


Credit Class Computation under New Law 
Employers Experience Factor 


12 Pts. Benefit Factor 
6 Pts. Quarterly Factor 
> Pts. Age Factor 





Total 


Notes: 1. 


23 Pts. Credit Class I Total 





10 Pts. 
6 Pts. 
5 Pts. 
21 Pts. Credit Class I 








in the “benefit year” starting the first Monday in June of the year following. : s 
2. “Remuneration,” which is used for computation of quarterly declines, includes all payments made by an employer to his employees 
except amounts paid for welfare purposes under an approved plan, and dismissal payments which the employer is not legally fe- 


quired to make. 


The ‘‘wages of compensated employees” are shown in the base year in which they were paid. The benefits for these wages were paid 


3. “Wages” includes all remunerations paid by an employer except amounts in excess of $3,000 paid to one employee in a year. 
4. “Payroll” includes all wages (as defined), paid by an employer to his employees. 
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employment during the period October 
1, 1947-Sept. 30, 1948 inclusive. If his 
ayrolls for that period were exactly the 
same as they were for the calendar year 
1946 his net tax would be $24,390.47 
($59,328.18-$34,937.71), or a net tax 
rate of 1.11 per cent. (2.7 per cent.-1.59 
pet cent.) of the covered payroll. 


Opportunities for Improvement in Stand- 

m 

There is little that an employer can do 
to improve his standing for 1947 as the 
uarterly decline figures are already closed 
and the current benefit year expired on 
June 1, 1947. 

There are, however, many things that 
an employer can do to improve his stand- 
ing in future years and to increase the 
amount of his tax credit memoranda. 
These may be roughly grouped under 
three headings as follows: 


1, Watch quarterly payrolls. I¢ may be that 
short weeks, overtime work, or special work 
scheduled for the last week or two in a 
quarter can be deferred until the first week 
or two in the next quarter, or that such 
work scheduled for the next quarter can 
he moved back; thus eliminating fluctua- 
tions in quarterly payrolls with the conse- 
quent quarterly decline and its adverse ef- 
fect upon the employer's rating. 

_ Check applications for benefits. All ap plica- 
tions of former employees for benefits should 
he carefully checked. If it appears that the 
applicant is not entitled to the benefits re- 
quested then all facts should be carefully 
presented to the Division of Placement and 
Unemployment Insurance. Great care must 
be exercised in these presentations to see 
that no proper claims are questioned, but 
only to insure that the employer's record 
and the fund are offered adequate protection. 
Stabilization of employment. There are nu- 
merous ways in which an employer can stab- 
ilize bis employment and thus prevent lay- 
offs. Some of these come from better plan- 
ning; some from reduction in overtime, thus 
spreading the work; and some from develop- 
ment of new products to fill in the slack 
periods. Ingenuity spurred on by opportu- 
nity of reduced taxes can do much to elimt- 
nate unemployment. 


nm 


we 


New York employers now have an ex- 
perience rating provision in their unem- 
ployment insurance law that is fair and 
which gives New York employers a good 
competitive position as compared with 
employers in other industrial states. Un- 
tiring effort will be required to maintain 
this position and to realize the greatest 
possible advantage from the new law. 
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PERSONALIZED 
INSTRUCTION 





When you buy your Friden you get more than just a 
Calculator, \you’re taught to operate it. Yes, there is a 


Friden Method that fits your every figure work require- 
\ 
ment...this Instructional Service, yours for the asking. 


Call your local Friden Representative today and learn 


how easily and efficiently you too can produce accurate 


4 


\ 
answers to all pes of accounting problems. Ask for a 


demonstration on a Friden model that suits your needs. 






Friden Mechanical and Instructional 
Service is available in approxi- 
mately 250 Company Controlled 
Sales Agencies throughout the 
United States and Canada. 


FRIDEN CALCULATING MACHINE CO., INC. 


HOME OFFICE AND PLANT + SAN LEANDRO, CALIF., U. S. A.» SALES AND SERVICE THROUGHOUT THE WORLD 
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Reviews of Recent Publications 











Aids for Retailers 
HOW TO ESTABLISH AND OPER- 

ATE A RETAIL STORE. By O. Pres- 

ton Robinson and Kenneth B. Haas. 

Published by Prentice-Hall, Inc., New 

York. $4.35. 

Each year, the field of retailing attracts 
about 300,000 new hopeful operators. 
This is probably due to the fact that this 
field can be invaded with a rather small 
investment. However, the mortality rate 
in this field is rather high. Statistics indi- 
cate that 80 per cent. of these failures re- 
sult from incompetence. 

Here is a book which attempts to show 
the pitfalls of retailing. It is especially di- 
rected to the beginner and small store op- 
erator. It treats with such subjects as find- 
ing the proper location, financing the 
enterprise, organizing along efficient lines, 
proper store arrangement, merchandising, 
promotional work and general operating 
phases. 

This book will not only assist the be- 
ginner in getting off to a proper start, but 
will also serve as a refresher for the ex- 
perienced small store operator. 
RETAILER’S MANUAL OF TAXES 

AND REGULATIONS 1946 Edition. 

Published by Institute of Distribution, 

Inc., 25 West 43 Street, New York 18, 

ING Y.. 

This is the ninth edition of a tabular 
digest of pertinent provision of federal and 
state laws of most concern to merchants. 
There is no attempt to go into detail, the 


editors apparently desiring only to bring 
out the existence of such taxes, licenses 
and regulations as affect the retailer. Cer- 
tain pertinent data are listed. 

The book serves as an excellent check 
list, but as our tax structure is constantly 
changing, the value of the book is limited 
to the year covered. Retailers would prob- 
ably be amazed at the vast number of fed- 
eral and state taxes, licenses and regula- 
tions which affect their industry. 
Reviewed by BENJAMIN B. BROMBERG, 
controller, Kessler’s, Birmingham, Ala. 


‘25 Years of Economic Research 


ECONOMIC POLICY AND THE DE- 
VELOPMENT OF ECONOMIC SCI- 
ENCE AND PUBLIC POLICY. Pub- 
lished by the National Bureau of 
Economic Research, 1819 Broadway, 
New York 23. $1.00. 

The pressing need for intensified use 
of modern research techniques to solve 
problems facing the world economy is 
stressed by Dr. Wesley C. Mitchell, for- 
mer Director of Research of the National 
Bureau of Economic Research and Pro- 
fessor Emeritus of Economics, Columbia 
University, in this report. Better data on 
needs and resources of the United States 
and other countries are available than 
after World War I, and research tech- 
niques are more powerful. Yet tasks fac- 
ing economists are more numerous than 
ever before. 

“More carefully than before must a 
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e e most readable on prep- 
aration of the complete 


business budget and its invocation as an instrument of 
executive control.” 


USINESS BUDGETING 


—New York Certified Public Accountant 


and CONTROL 


By J. BROOKS HECKERT, C.P.A. Associate Profes- 
sor of Accounting, Ohio State University 

This new book offers a thorough coverage for all 

those responsible for budgetary planning and 

control. Gives principles, methods, and proce- 

dures for the preparation and operation of 


budgets for all types of business in both 
large and small concerns. Follows each 
budget through from time the budget 
figures are constructed to when they are 
compared with the actual results, the 
variance analysis made, and completed 
reports drawn up. Generous 

amount of illustrative material. 5 


THE RONALD PRESS COMPANY 


15 East 26th Street New York 10, N.Y. 








bitterly impoverished world husband its 
inadequate resources,” says Dr. Mitchell, 
“The nations that are relatively well of 
are sharing with the nations whose needs 
are direst. While instituting relief meas. 
ures we hope will be temporary, we are 
striving to develop a world economy that 
will fitly complement and support world 
political organization. The United States, 
perhaps in greater degree than other 
democracies, faces novel problems of 
world trade and finance.” 

Dr. Mitchell believes that economists as 
as group have benefited professionally 
from participation in the war effort. Since 
the war ended many have left government 
service and returned to teaching or private 


business. “Economists will not revert 
wholly to their old ways,” he says. “The 
practice of thinking realistically .. . . will 


not be lightly abandoned. .... Men who 
think of themselves as theorists will ab- 
sorb into their work the methods and find- 
ings of realistically minded investigators, 
while the latter will make such free use of 
the concepts and procedures of theorists 
that no one will know on which side of 
the old line of demarcation he stands. In 
fine, the years near at hand may see the 
beginnings of an economics worthy to be 
called a science.” 

Among recent developments in empiti- 
cal research, Dr. Mitchell stresses the 
value of measures of national income and 
gross national product which are now 
available. He points out, however, that 
data for the distribution of income by size, 
and for international comparisons of na- 
tional income, are still defective. 

Dr. Mitchell believes, on the other 
hand, that research economists have not 
always made full use of data available to 
them. He cites marketing data as an ex- 
ample. “Many marketing campaigns are 
skillfully planned, pushed with vigor; the 
results are systematically recorded, and 
carefully studied. From an economist's 
viewpoint, this vast and varied effort is an 
attempt to influence the valuation proc- 
esses of potential customers. When a lab- 
oratory scientist finds out how a process 
can be changed, he is well on his way 
toward finding explanations. By analyz- 
ing the records of relative success and 
failure in selling goods, competent n- 
vestigators should be able to learn much 
of scientific as well as practical interest 
about mass responses to different types of 
appeal.” 

Dr. Mitchell’s paper is one of twelve 
published today by the National Bureau 
of Economic Research in a Twenty-fifth 
Anniversary volume entitled Economic 
Research and the Development of Eco- 
nomic Science and Public Policy. Founded 
in 1920, the research agency was forced 
by the war to postpone the celebration, 
which should have been held in 1945. 

Contributors to the volume include 
Harold G. Moulton, president of the 





Bro 
ser 
Lew 
the 
Nev 
bass 
Jose 
sear 
F 
clud 
lege 
the 
Cha 
enti! 
Soci 
terd: 
and 


ront 


Po 
cism 
infor: 
ture | 
ness” 
been 
feel | 
cause 
pany 

No 
be le 
Com 
thoro' 
forma 
trance 
build: 
tin be 
can |e 
sales 
accou! 

An 
used 
well 
four-c 
scribit 
and \ 
Amer: 
tunity 
broad: 
both s 
of the 
Mr. J 
the rc 
both 
the o 
cities 
the cc 
can ¢ 
which 


accout 





anc 


Send 


—— 








The Controller, June, 1947 












































nd its Brookings Institution; E. A. Goldenwei- 
rchell. ser of the Institute for Advanced Study; 
ll off Lewis W. Douglas, formerly president of 
the Mutual Life Insurance Company of 


= New York and now United States Am- 
re ate bassador to the Court of St. James; and 
y that Joseph S. Davis, director of the Food Re- 
world seatch Institute, Stanford University. 


tat Foreign scholars who contributed in- 
— clude Alexander Loveday of Nuffield Col- 





other lege, Oxford, England; Per Jacobsson of 
sof the Bank for International Settlements; 
Charles Rist, director of the Institut Sci- 
sts as entifique de Recherches Economique et 
nally Sociales, Paris; Jan Tinbergen of the Rot- 
Since terdam School of Economics, Holland; 
iment and R. H. Coats of the University of To- 
rivate ronto, Canada. 
revert 
“The Keeping Employees Informed 
. will Pointing out that there has been much criti- 
who cism of business in the past for its failure to 
ll ab- inform employees about company activities, fu- 
ture plans, projects, prospects, “American Busi- 
find- ness’ declares that critics of business have 
ators, been persistent in pointing out that workers 
ise of feel slighted, less secure, and less loyal be- 


Orists cause they are so seldom told what the com- 
de of No such criticism, it continues, could ever T ‘7 


Is. In be leveled at The National Cash Register 


e the Company which has long been noted for its 
to be thorough methods of imparting news and in- : ‘ 
formation to its employees. At elevator en- Teaming up is a young American Thus—lower prices for you on 





ites trances in the company’s big administration soda fountain custom—which helps letterheads, envelopes, statements, 
P building sales are reported on a large bulle- i ; z 
; the tin board for just this purpose. Each employee us illustrate the economy of our invoices, order forms, noteheads 
> and can learn at any time just how the company’s Club Run system of lithographing. and dozens of other items. 
now sales are going, in both the cash register and : indi “ : 
ri accounting machine divisions. You see, with one turn of the Of course, Club Run deliveries 
pen gegen of a i ae press we can print up to sixteen take a little longer, because of the 
) used by the company in keeping employees ; f P : 
a. well informed is a recent release of a huge different stationery items of letter- short delay until the run’s made 
aig Plagne ga? " iat aria ok head size—more of smaller sizes. up. But, by keeping your inven- 
scribing the trip o resident 93. : yn, Pa . mee 3 
other and Vice-President John M. Wilson to South So sixteen or more customers can tories at a comfortable level, you 
; not America, which they call bo Pe of oppor- buy space on each run! can trade time for dollars by 
le to tunity.” With more than fifty illustrations the . ; te Si ae ” os ~ d 
rape Imidbide, printed cn: 22- by 34-inch sheet, Naturally, this gang method of teaming-up with a Club Run. 
a both sides, contains a pictorial record of many production leads to sizable savings. Write today for full particulars. 
th of the meetings attended in South America by 
, Te Mr. Allyn and Mr. Wilson. A map shows 
’ . . S . . J 
and the route which covered the leading cities on CLUB RUNS BY 
nist’s both coasts. The illustrations show some of 
os the organization meetings held in prominent : 
cities on the route, as well as pictures of : 
proc: the company’s offices in certain South Ameri- 
lab- can cities, and interiors of stores and offices Thue 
OCeSS which use the company’s cash registers and 


way accounting machines. 
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Personal Notes About Controllers 








Mr. Theodore S. Faller, who is a member 
of The Institute by virtue of election in De- 
cember, 1941, joined the R. H. Macy & Co. 
“Twenty-Five-Year Club” at the club’s an- 
nual dinner in the Hotel Pennsylvania, on 
April 28. Mr. Faller is the firm’s corporate 
controller, with offices in New York. 


Mr. John H. MacDonald, president of the 
Controllers Institute of America, and vice 
president of the National Broadcasting Com- 
pany, New York, addressed the ninth annual 
Institute on Accounting, sponsored at Ohio 
State University by the Department of Ac- 
counting of the College of Commerce and Ad- 
ministration, on May 16-17, at Columbus, 
Ohio. The theme of this year’s conference was 
“The Accounting Aspects of Business Policy 
Determination.” 

Mr. MacDonald also spoke, on May 3, be- 
fore the Regional Conference of the National 
Association of Cost Accountants, at Roches- 
ter. His subject was ‘Full Productivity and 
Lower Costs Through Labor and Manage- 
ment Understanding.” 


Mr. George W. Troost was elected comp- 
troller of Chrysler Corporation, Detroit, at 
the April meeting of the firm’s Board of Di- 
rectors. He succeeds the late Mr. L. A. Moeh- 
ring. Mr. Troost, previously assistant comp- 
troller of Chrysler Corporation, is a director 
of the Detroit Control of The Institute. 


Mr. H. H. Tullis, controller of The Ameri- 
can Rolling Mill Co., of Middletown, Ohio, 
has been elected to the post of vice president 
and controller. 


Mr. Norman Olley, secretary and chief ac- 
countant of the R. T. French Company, 
Rochester, New York, recently addressed the 
senior accounting class of the University of 
Rochester. Mr. Olley is a member of the 
Board of Directors of the Controllers Insti- 
tute. 


Mr. O. L. Koehn was recently re-elected 
comptroller of The Upson Company, Lock- 
port, New York. At the same time, it was 
announced that Mr. Henry W. Schmidt was 
named secretary-treasurer. He succeeded, as 
treasurer, Mr. W. Harrison Upson, who be- 
came president of the company, following the 
election of Mr. Charles A. Upson to the post 
of chairman of the board. 


Mr. J. B. Newman has succeeded the late 
Mr. A. R. Kenny as comptroller and assistant 
treasurer of Reo Motors, Inc., Lansing, Michi- 
gan. 


Mr. H. C. Teasdel was recently elected vice 
president and administrative assistant to the 
president of The California Company, New 
Orleans, Louisiana. Previously Mr. Teasdel, a 
member of the Controllers Institute, held the 
position of secretary-treasurer, to which he was 
elected in 1941, in addition to being named a 
director of the company and its affiliated sub- 
sidiaries. 


Mr. Robert A. Seidel, a member of the board 
of directors of the New York City Control of 
The Institute, and vice president and comp- 
troller of the W. T. Grant Company, was re- 
cently elected chairman of the Advisory Com- 
mittee on Ultimate Consumer Goods of the 
American Standards Association. 


Mr. Henry C. Perry, a past president of the 
Controllers Institute, and treasurer of Hey- 
wood-Wakefield Company, of Gardner, Mas- 
sachusetts, has accepted appointment as a mem- 
ber of the advisory council of the Executives’ 
School of Credit and Financial Management, 
which will be held at the University of Wis- 
consin, August 17-30, 1947, under the aus- 
pices of the National Association of Credit 
Men and the National Institute of Credit. 


Mr. John R. Redfield has been appointed 
comptroller of the Anemostat Corporation of 
America, New York. 


Mr. Jerome G. Stock, formerly controller of 
Wright Aeronautical Corporation, Paterson, 
New Jersey, is now serving as comptroller of 
the American Sugar Refining Co., of New York. 
Mr. Stock was elected to membership in the 
Controllers Institute of America in March, 1944. 


Mr. John W. Kemper, a member of the Con- 
trollers Institute, is now associated with Jack 
& Heintz Precision Industries, Inc., of Cleve- 
land, Ohio. Previously Mr. Kemper held the 
position of comptroller of Diebold, Incorpo- 
rated, of Canton, Ohio. 


Mr. Lawrence S. Callaghan, treasurer and 
comptroller, has been elected vice president of 
The Todd Company, Rochester, New York. Mr. 
Callaghan, a member of the Controllers Insti- 
tute of America and holder of its certificate 944, 
joined the company in 1929 as a tax account- 
ant and became head of the cost department in 
1930, office manager in 1935 and assistant treas- 
urer in 1936. He was elected a director of the 
company in 1941 and treasurer in 1946. 


Mr. Ben Golde, controller and assistant sec- 
retary of Grayson-Robinson Stores, Inc., has 
been elected a director, it was announced re- 
cently. 


Mr. H. J. Rainey, controller of the Kellogg 
Division of American Brake Shoe Company 
since 1942, has been named vice-president of 
the division. 


Mr. Morgan R. Schermerhorn, Jr., has been 
elevated to the post of vice president of The 
Glenn L. Martin Company, Baltimore. Mr. 
Schermerhorn is currently serving as secretary- 
treasurer of the Baltimore Control of The In- 
stitute. 


Mr. Paul Green, former deputy OPA com- 
missioner of accounting has been appointed 
comptroller of the United States Atomic En- 
ergy Commission. He is a native of East Liver- 
pool, Ohio, and a graduate of Miami Univer- 
sity, Ohio. 


Mr. Walter H. Dupka, a member of the 
Board of Directors of the Controllers Insti- 
tute of America, has been elected to the addi- 
tional office of vice president of Jones & 
Laughlin Steel Corporation, Pittsburgh. Mr. 
Dupka has been controller of the company for 
19 years, having joined Jones & Laughlin in 
1923 following service with the Lackawanna 
Steel Company. 


Mr. Earl G. Ward has been elected vice 
president and controller of Montgomery, Ward 
and Company, Chicago. A member of The In- 
stitute since 1937, Mr. Ward previously held 
the title of controller. 





Mr. Daniel J. Hennessy has been elevated to 
the post of vice president and general manager 
of Jamaica Water Supply Company, Jamaica 
Long Island, New York. Mr. Hennessy has 
also been named a member of the Board of 
Directors of the company, which he joined in 
August 1946, with the rank of vice president, 
A past president of the Controllers Institute 
of America, in which he holds membership 
certificate number 50, Mr. Hennessy is serv. 
ing as president of the Controllership Foun- 
dation, Inc. Before joining Jamaica Water 
Supply Company, Mr. Hennessy held the posi- 
tion of associate comptroller, Long Island 
Lighting Company, Mineola, New York. 


The appointment of Walter M. Reynolds as 
controller of both the Ithaca and Detroit plants 
of Morse Chain Co. was recently announced. 


Mr. Carl L. Watkins has been appointed 
controller of Deglin, Wood & Malone, Inc., 
New York public relations and advertising 


agency. 


Mr. M. G. Kerr retired on March 31 from 
his position as comptroller of Union Oil Com- 
pany of California, Los Angeles. Holder of 
certificate number 1367, Mr. Kerr plans to 
continue his membership in The Controllers 
Institute and the Los Angeles Control. 

Although he 
was born in Texas 
and loves to talk 
of his boyhood in 
Texas, Mr. Kerr 
admits California 
is a nice place to 
live. He came to 
California in 1904, 
and in 1910 started 
to work for Union 
Oil Company as a 
clerk in the comp- 
troller’s depart- 
ment. Possessing 
an alert mind and 
an intense sense 
of loyalty to duty, 
Mr. Kerr advanced through all phases of the 
company’s accounting and auditing proce- 
dures, rapidly attaining supervisory rank. 
Much of his time in earlier years was spent in 
accounting work related to the oil production 
end of the business and he earned special 
recognition as an authority in this field. 

Always an advocate of prompt action and 
the elimination of unnecessary routine, Mr. 
Kerr helped to organize the Petroleum Ac- 
countants Society, which has contributed 
much to the standardization of oil accounting 
practices, and he served as one of its early 
presidents. In recent years he has given géen- 
erously of his time and interest to the wor 
of the Controllers Institute of America 
through his membership in the Los Angeles 
Control. f 

He has always been vitally interested in 
affairs connected with the welfare of his 
community and his interest in youth led him 
to engage in Boy Scout work. His outstanding 
service to this movement was recently recog 
nized by the National Council by the award 
of the Silver Beaver. In all his associations, 
his friendly, cooperative spirit predominates, 
and has earned for him the affectionate te 
gard of all who know him. 


Gladser-Mitchell 





MR. KERR 
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Positions Wanted 














Controller 


Currently employed by a well known chem- 
ical manufacturer, is desirous of changing to 
an organization needing an experienced execu- 
tive for an expanding job. Available for as- 
signment to any state or Canada. Offers twenty 
years’ experience in executive accounting, par- 
ticularly the installation of systems and proce- 
dures. Has a special interest in the conciseness 
and adequacy of reports for top management. 
Salary open. Address: Box 684, “The Con- 
troller,” One East Forty-Second Street, New 
York 17, New York. 


Controller—Executive Accountant 


Executive accountant presently employed of- 
fers: ten years of heavy industrial and diversi- 
fied experience in executive capacity, function- 
ing as part of top management group, and five 
years of public accounting experience as super- 
vising senior. Practical experience includes ex- 
ecutive committee, financial, and organization 
planning; development of manufacturing ex- 
pansion, and cost reduction programs; develop- 
ing, analyzing, and interpreting costs, budgets, 
inventory control, cost control, all phases of 
general accounting, internal auditing, systems 
procedures, taxes, financial, and cost reports. A 
certified public accountant. Age 43. Salary 
$12,000. Address: Box 698, ‘“The Controller,” 
One East Forty-Second Street, New York 17, 
New York. 


Executive Accountant—Assistant Controller 


Extensive general accounting and super- 
vision. Experienced in engineering and manu- 
facturing for heavy industry. Handle wide- 
spread branches, also domestic and foreign sub- 
sidiaries. Costs, taxes, property, procedures, 
management reports, etc. Flexible, resourceful, 
accustomed pressure and difficulties. Age 33, 
college graduate, married, N.A.C.A. member. 
Future growth important. Salary $6,000. Pre- 
fer New York City region. Résumé available. 
Address: Box 699, ‘The Controller,” One 
East Forty-Second Street, New York 17, N. Y. 


Controller 


With successful record in manufacturing in- 
dustry in Middle West. Ten years public experi- 
ence with national firm, including four years 
specialization in systems and related work. Eight 
years industrial background as controller with 
Management responsibility. Age 42. Family. In- 
stitute member. Available shortly. Address: 
Box 704, “The Controller,’ One East Forty- 
Second Street, New York 17, New York. 


Controller 


A member of the Controllers Institute of 
America with experience of twenty-five years in 
administrative, financial and corporate control 
both in the industrial and retail business, de- 
sites position in executive capacity. Excellent 
knowledge and practical experience in develop- 
ing, analyzing and interpreting costs, budgets, 
inventory and cost controls, all phases of gen- 
eral accounting, systems, procedures, taxes, 
I.B.M. systems, insurance, financial and cost re- 
Ports. University graduate. Available immedi- 
ately, Address: Box 705, “The Controller,” One 
a Forty-Second Street, New York 17, New 

ork, 


* * * 

In 27 out of the 79 Congresses since 
1788, says a Twentieth Century Fund re- 
pot at least one house of Congress has 


en of a different party from the Presi- 
dent, 
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One of America’s 
Most Respected Names 


in Insurance 


For nearly half a century the Corporation of 
Schiff, Terhune has played animportantrole in the 
forward march of American Business by making 
available to large insurance buyers an insurance 
organization highly trained for achieving maxi- 
mum immunity from loss. ‘The Corporation acts 
solely as an independent intermediary between 
the insured and the insurance companies and is 


therefore free to act with unbiased judgment. 


Schiff, Terhune 


& COMPANY, INCORPORATED 
Insurance Brokers 


99 John Street, New York 7, N. Y. 
NEW YORK - CHICAGO - LOS ANGELES « SAN FRANCISCO 


© 1947, Schiff, Terhune & Co., Inc. 
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INSTITUTE ACTIVITIES 








Program Highlights Announced for 
French Lick Conference 


Program highlights of the French Lick 
Conference of Controllers, which is be- 
ing sponsored at French Lick Springs Ho- 
tel, French Lick, Indiana, on June 13-14, 
by the Cincinnati, Dayton, Indianapolis 
and Louisville Controls of The Institute, 
include: 

Friday Luncheon—Speakers: Mr. John 
H. MacDonald, President of the Control- 
lers Institute of America, and vice presi- 
dent of National Broadcasting Company, 
New York. “Current Affairs of the Na- 
tional Organization.” 

Mr. Stanley W. Duhig, vice president 
of Controllership Foundation, Inc., and 
vice president of Shell-Union Oil Corpo- 
ration, New York. “Impressions of Eu- 
rope Today.” 

Friday afternoon—Mr. Weston Smith, 


vice president and business editor of ‘‘Fi- 


nancial World,’’ New York. “Stockholder 


Relations as a Controller's Responsibil- 
ity.” 

"Feidiey Banquet—Mtzr. Frank D. New- 
bury, economist, Westinghouse Electric 
Corporation, Pittsburgh. “The Future of 
Prices.” 

Saturday morning—Problems Break- 
fast’” under the leadership of Mr. Kelly 
Y. Siddall, controller of The Procter & 
Gamble Company, Cincinnati, and na- 
tional director of The Institute. 

Plans have likewise been made for rec- 
reation events, for both members and 
their wives, in golf and tennis. Horseback 
riding will likewise be available and, in 
addition, the entertainment committee has 
arranged for a Ladies Bridge on Friday. 


Tenth Anniversary Meetings Conducted by 
Milwaukee and Rochester Controls 


Two of the five Controls—those of 
Rochester and Milwaukee—which were 
Organized in 1937 have observed the 
tenth anniversaries of their formation. 
The charters of the Milwaukee and Roch- 
ester Controls were authorized by the 
national Board of Directors on April 30, 
1937. 

Milwaukee Control 

At a meeting of the Milwaukee Con- 
trol on April 8, Mr. J. A. Keogh, of 
Allis-Chalmers Manufacturing Company, 
spoke briefly of the events which led to 
the formation of the Milwaukee Control. 
Following an exploratory meeting which 
was held on April 26, 1937, with four- 
teen persons in attendance, a petition to 
the national Board of Directors for is- 
suance of a charter was prepared, and 
four days later the national Board of 
Directors authorized issuance of the char- 
ter. 

At meetings held in September and 
November of 1937 the organization of 
the Control was perfected. From that 
small group a flourishing Control has 
emerged with close to seventy members. 
Interest in the affairs of the Control has 
increased each year, and a noteworthy 
series of technical meetings and discus- 
sions has been held. 

It was pointed out during the anni- 
versaty meeting that the Milwaukee Con- 


trol began with a nucleus of twenty mem- 
bers, and that all of the original officers 
and directors are still active in the pres- 
ent membership. As word of the construc- 
tive meetings which were being con- 
ducted by the Control spread through the 
business circles of Milwaukee, controllers 
and other officers of practically all of the 
leading firms in or near Milwaukee were 
admitted to membership. The observa- 
tion was made by Mr. Keogh that the 
membership of the Milwaukee Control is 
a comprehensive cross section of Midwest 
business firms. 


Rochester Control 


The Rochester Control met on May 2 
at the Brook-Lea Country Club to observe 
the tenth anniversary of its founding. 
President John H. MacDonald, of the 
Controllers Institute of America, was in 
attendance; also Mr. Paul J. Urquhart, 
retired vice president of the Aluminum 
Company of America, who was president 
of The Institute at the time the charter of 
the Rochester Control was authorized ; and 
The Institute’s immediate past president, 
Mr. E. E. McConnell, controller of Nor- 
ton Company, Worcester, Massachusetts. 
Approximately forty men were in attend- 
ance at the tenth anniversary meeting. 
Mr. Lawrence S. Callaghan, of The Todd 
Company, who was president of the 


Regional Conference Reports 
in July Issue 


Because the deadline for the | 
June issue of “The Controller” 
coincided with the opening of both 
the Pacific Coast Conference and 
the Mid-Western Conference, in | 
Los Angeles and Pittsburgh re- | 
spectively, reports of the proceed. | 
ings and highlights of the papers | 
presented at the two conferences | 
will be featured in the July issue | 
of “The Controller.” 











Rochester Control in 1940-1941, served 
as Toastmaster at the dinner. The Chair- 
man was Mr. Donald B. Webster, of the 
Garlock Packing Company, Palmyra, 
New York. The program consisted of in- 
formal addresses and entertainment, in ad- 
dition to an interesting talk by Mr. E. S. 
LaRose on the progress of the Control 
during its ten years. 

A brief résumé of the early days of the 
Rochester Control and of the preliminary 
meetings which were conducted to bring 
about the organization of the Control 
were a part of the program. This his- 
torical matter indicated that the first in- 
formal meeting to discuss plans to form 
a Control was held on February 4, 1937, 
with four men in attendance, and that a 
meeting of an organization committee 
was held on March 20, 1937. 

On April 10, 1937, the organization 
committee conducted a meeting at which 
twelve were in attendance. A petition was 
prepared to the national Board of Di- 
rectors for a charter for the proposed 
Control. The charter was authorized by 
the national Board of Directors on April 
30, 1937. 

It was not until the fall of that year— 
October 27, 1937—that the Control con- 
ducted its first general meeting. Mr. Urqu- 
hart presented the charter to the Control. 
Mr. Henry C. Perry, of The Heywood- 
Wakefield Company, Gardner, Massachu- 
setts, who was the president of The In- 
stitute; Mr. O. W. Brewer, treasurer of 
The Institute; and Mr. L. W. Jaeger, as- 
sistant treasurer of The Institute, were 
in attendance. Mr. J. N. Lambert, of the 
Snider Packing Corporation, Rochester, 
was elected as first president of the Con- 
trol. 

The Rochester Control now numbers 
fifty members. It has, through the years, 
conducted a series of exceptionally inter- 
esting meetings with discussions of cut- 
rent problems of controllers. Its meetings 
have been well attended and the Control 
is a live, flourishing organization, which 
can be said also of the Milwaukee Con- 
trol. 
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Forthcoming Tenth Anniversaries 
of Controls Are Noted 


Local Controls whose organization was , 


authorized in 1937 include the Bridge- 
ort Control, the charter for which was 
authorized in June 30, 1937, and the 
Buffalo and Syracuse Controls, whose 
charters were issued on December 30, 
1937. 

Fifteen Controls organized in the pe- 
tiod between September 13, 1933, and 
April 30, 1937, have now observed the 
tenth anniversaries of their formation. 


Balance Seen Necessary Between 
Prices—Costs—Income Factors 


Stressing the complexity of the price 
situation, the National City Bank declared 
in its May letter that “proposals for a sin- 
gle or simple cure are not only illusory 
but add to the confusion of thought.” 

“They even obscure the goal which 
business, labor and Government should 
seek,” the letter said. “What people now 
seem to desire and the Government pleads 
for is simply lower prices. Where the em- 
phasis really belongs, however, is on bal- 
ance in price, costs and income relation- 
ships and on stability in the price level.” 

The letter warned that ‘to make lower 
prices in themselves the objective is to in- 
vite an indiscriminate assault on the price 
level, perhaps by crude and dangerous 
methods which would hold the threat of 
unnecessary deflation and depression.” 

“The primary cause of the price rise,” 
the letter continued, “has been the trip- 
ling of the money supply, as a result of 
the wartime expansion of bank deposits 
and currency in circulation. This money 
was created mainly by Government bor- 
towing from banks. The goods for which 
it was spent in the first instance were 
largely destroyed, but after the borrowing 
ceased the money remained, while the sup- 
ply of goods available was insufficient for 
buyers’ wants. The pressure of money and 
wants forced prices to a new high level. A 
second main cause was the rise in wages 
and industrial costs. These and other con- 
tributing factors operated in the familiar 
spital fashion, one man’s prices represent- 
ing another's costs, and so around the 
circle. 

The letter said that most of the difficul- 
ties of the current inflation are traceable 
to the unevenness of the rise from one 
price level to another. 

_ The problem now is to get prices and 
incomes into better relationship on some 
new level,” the bank stated. 

It added that “with wages moving to 
new highs, lower manufactured goods 
Prices must be sought chiefly through 
higher production per man-hour and re- 
sulting lower unit costs.” 

“The responsibility falls on manage- 
Ment to squeeze out waste and improve 
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methods and processes, and on labor to 

give a more efficient day's work. Beyond 
that there is hope of lower prices for raw 
materials as supplies catch up with de- 
mand. Both management and labor are on 
notice that they must satisfy markets 
which in many cases have already changed 
in favor of the buyer and which will 
change in other cases as time goes on. 
Those who meet this test successfully will 
be those who find out what the buyer can 
and will buy, and then produce it.” 

The bank letter said net earnings in the 
first quarter for 385 companies totaled 
$671,000,000, a decrease of 2 per cent. 
from $683,000,000 in the last quarter of 
1946, but 131 per cent. ahead of $291,- 
000,000 in the first quarter last year, 
when production was affected by strikes 
and conversion problems. 








Local Control Elections To Be 
Reported in August Issue 


A full list of officers and direc- 
tors of local Controls of The In- 
stitute will be published in the 
August issue of “The Controller.” 
The annual meetings of local Con- 
trols, at which elections take place, 
were scheduled during the months 
of May and June. 











The Hoe Must Go! 


“The man with the hoe is a drain,” says 
HUGH M. COMER, president of Avondale 
Mills, Avondale, Ala.—predicting that the 
mechanization of cotton farming will result in 
improved economic conditions for all residents 
of the South. “The man who is making money 
is helping to produce jobs.” 
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MEETINGS OF CONTROLS 








ATLANTA 
Topic: PERSONNEL RELATIONS 


The regular monthly meeting of the At- 
lanta Control on April 22 featured Mr. G. R. 
Mitchell, assistant vice president in charge of 
personnel at the Retail Credit Company, who 
presented his views on “Personnel and Salary 
Administration.”” The meeting was held at the 
Piedmont Hotel. 


BALTIMORE 
ROUND TABLE DISCUSSION 


The May 14 regular monthly dinner and 
meeting of the Baltimore Control which was 
held at the Lord Baltimore Hotel, consisted 
of a round-table discussion. Mr. Harvey M. 
Kelley, representing The Institute’s national 
headquarters, attended the meeting. 


BIRMINGHAM 
SPECIAL PROGRAM 


The Birmingham Control discussed its in- 
ternal affairs at its regular monthly meeting 
on April 28. The group convened at the 
Tutwiler Hotel. 


BRIDGEPORT 
Topic: LABOR RELATIONS 


“Labor Relations as they Affect Manage- 
ment and Cost From the Standpoint of the 
Controller’ was the topic of a talk given by 
Mr. C. J. Sammond, assistant director of the 
Labor Relations Institute in New York, to 
the members of the Bridgeport Control on the 
occasion of its April 2 regular monthly meet- 
ing, held at the Graduates Club, New Haven. 


BUFFALO 
SPECIAL PROGRAM 


In accordance with “Top Management” 
night, sponsored by the Buffalo Control on 
the occasion of its regular monthly meeting, 
on May 13, members of the Control had as 
their guests the chief executives of their indi- 
vidual companies. The Park Lane was the 
scene of this meeting. 


CHATTANOOGA 
Topic: NEW SALES TAX 


On April 29, the Chattanooga Control held 
its regular monthly meeting in the form of a 
general discussion, on the subject of “The 
New Tennessee Sales Tax.” Mr. Henry C. 
Arnold, recently retired controller of The 
Cavalier Corporation, of Chattanooga, led 
the discussion, which took place at the Read 
House. 


CHICAGO 
Topic: INDUSTRIAL RELATIONS 


Major Charles T. Estes, special assistant to 
the director of the Conciliation Service of the 
U. S. Department of Labor, appeared before 
the Chicago Control, on April 23 and dis- 
cussed “Industrial and Management Rela- 
tions.” The meeting took place at the Chicago 
Athletic Association. 


CLEVELAND 
Topic: INSTITUTE ACTIVITIES 


A program devoted to the presentation of 
educational and professional activities of The 





Now Available! 


| Organization Charts 





| “The Organization of the | 
| Controller's Office” | 


Bulletin Four of the Committee on Education, Controllers Institute of 
America, digests the “‘case histories” of 30 companies, in all sections of the 
country and of varied size. A partial list of contents includes: 


Duties of the Controller’s Office 
Number of Employees in Office and Company | 
Total Yearly Expenditures of Office 
Authority of the Controller 
Delegation of Authority 
Centralization or Decentralization 


$1.50 the copy—Remittance with order requested. 


Controllers Institute of America 
One East Forty-Second Street, New York 17, N. Y. 














————. 


Institute was featured by the Cleveland Cop. 
trol at the regular monthly meeting and dip. 
ner on April 23, at the Cleveland Athletic 
Club. Mr. Charles C. Hull, assistant secretary 
and director of education for The Institute 
spoke to the Control. 


DALLAS 

Topic: PENSION AND PROFIT SHAR. 

ING PLANS 

The Dallas Country Club was the scene of 
the April 22 regular monthly meeting of the 
Dallas Control. Mr. A. Cole Stephens, an in. 
dependent analyst and consultant, addressed 
the Control on the subject of “New Develop. 
ments in Pension and Profit Sharing Plans,” 


DETROIT 
Topic: INCENTIVE WAGE PLANS 


“Incentive Wage and Payment Plans’ was 
the subject of a talk by Mr. John W. Riegel, 
director of the Bureau of Industrial Rela- 
tions at the University of Michigan, presented 
to the members of the Detroit Control at 
their regular monthly meeting on April 29, 
in the Hotel Statler. Professor Dixon of the 
University’s Accounting Department assisted 
Mr. Riegel in this discussion. 

Mr. Paul Haase, assistant secretary of The 
Institute and managing editor of “The Con- 
troller,” who had met with the officers and 
directors of the Detroit Control at luncheon, 
also spoke at the dinner session, covering 
current and future activities of The Institute. 


HARTFORD 
ROUND TABLE DISCUSSION 


“Key Problems in Office Management,” “In- 
ventory Problems,” and ‘Budgetary Con- 
trol” were the three topics involved in the 
round-table discussion held by the Hartford 
Control at its May 1 regular monthly meet- 
ing, which took place at the Elm Tree Inn. 
The panel speakers were respectively: Mr. 
Roy Mason, office manager of the Fuller 
Brush Company at Hartford, Conn., Mr. 
Herman F. Lux, treasurer at the Lux Clock 
Manufacturing Company, Waterbury, and 
Mr. Charles F. Pendlebury, secretary and as- 
sistant treasurer of the Veeder-Root Company, 
Hartford. 


HOUSTON 
ANNUAL MEETING 


The annual meeting of the Houston Con- 
trol was held at Lufkin, Texas, on May 17. 


INDIANAPOLIS 
PANEL DISCUSSION 


The Indianapolis Control held its regular 
monthly meeting and dinner on April 24 at 
the Lincoln Hotel. A variety of topics were 
discussed by four members of the Control, 
including: Mr. Edward J. Dowd of the 
Schwitzer-Cummins Company; Mr. Edward 
M. Karrman of American United Life Insut- 
ance Company; Mr. J. Kurt Mahrdt of the 
Indiana National Bank; and Mr. Howard E. 
Lohmann of Ayshire Collieries Corporation, 
who is also secretary of the Control. Their 
respective subjects dealt with manufacturing, 
insurance, coal and banking. 
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KANSAS CITY 
Topic: SUPERVISORY AND NON- 
UNION PERSONNEL 
On April 15, the members of the Kansas 
City Control examined the problems con- 
nected with supervisory and non-union per- 
sonnel—their salaries, wages and efficiency. 


LOS ANGELES 

Topic: WAGE, MATERIAL, OVERHEAD 

AND PROFIT RELATIONSHIP 

A three-man panel of members, consisting 
of Mr. Mahlon E. Arnett of Bullock’s, Inc., 
Mr. H. S. Bergstrom of Sylmar Packing Cor- 
poration, and Mr. O. C. Matzner of Van de 
Kamp’s Holland Dutch Bakers, Inc. delivered 
their views on “Current Distortion of Wage, 
Material, Overhead and Profit Relationship,” 
to the Los Angeles Control on April 17. The 
discussion was held at the Ambassador Hotel. 


NEW YORK CITY 
Topic: THE CONTROLLER 


The New York City Control featured a 
panel’ discussion on “The Functions and Re- 
sponsibilities of the Controller” on May 8, at 
the Hotel New Yorker. The participants 
were: Mr. Wayne C. Marks, controller of 
General Foods Corporation; Mr. Bernard S. 
Rodey, Jr., associate controller of Consoli- 
dated Edison Company of New York, Inc.; 
and Mr. Winfield I. McNeill, vice president 
and controller of General Aniline & Film 
Corporation, all of New York City. 


PENN-YORK 
Topic: CLERICAL COST CONTROL 


The Penn-York Division of the Buffalo 
Control held its April meeting at the Wa- 
nango Country Club, Reno, on April 29. The 
group heard Mr. H. Van Gorder, procedure 
supervisor of the United States Steel Corpo- 
ration of Delaware, impart information on 
“Clerical Cost Control.” 


PHILADELPHIA 


Topic: EDUCATION OF THE CON- 
TROLLER 


The May 1 meeting of the Philadelphia 
Control was devoted to the subject of an 
educational program for controllership. Pres- 
ent were three representatives of the Na- 
tional Office, namely, Mr. Charles C. Hull, 
assistant secretary and director of education 
of The Institute; Mr. Daniel J. Hennessy, 
president of the Controllership Foundation 
and vice president of the Jamaica Water 
Supply Co., Jamaica, New York, and Mr. 
Clyde E. Watkins, research director and sec- 
retary of the Controllership Foundation. The 
meeting was held at the Warwick Hotel. 


PITTSBURGH 

Topic: PUBLIC OPINION TRENDS 
_ Dr. Claude E. Robinson, president of Opin- 
ion Research Corporation of New York, 
spoke before the Pittsburgh Control at the 
April 7 regular monthly dinner and meeting 
of the Control, on “Current Public Opinion 
Trends and Their Meaning for Business Pol- 


fl The meeting took place at the Duquesne 
ub. 


PORTLAND 
Topic: GUARANTEED ANNUAL WAGE 
Dean Victor P. Morris spoke to the Port- 

land Control on the subject of “The Guar- 

anteed Annual Wage” on April 18 at the Old 

Heathman Hotel. The speaker is presently 

Dean of the School of Business Administra- 

tion at the University of Oregon. 
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SAN FRANCISCO 


Topics: DISABILITY COMPENSATION 
and INVENTORY 


The April 17 meeting of the San Francisco 
Control was devoted to an open forum 
discussion on two subjects: namely, ‘““Unem- 
ployment Disability Compensation” and ‘‘In- 
ventory Valuation and Current Inventory 
Problems.” The meeting took place at the 
Army and Navy Club. 


SEATTLE 
Topic: STATE LEGISLATION 


Mr. Alfred J. Westberg, state senator, of 
Seattle, was guest speaker at the April 24 
meeting of the Seattle Control, at the Wash- 
ington Athletic Club. Mr. Westberg spoke on 
“Highlights of the Recent Session of our 
State Legislature.” 


SPRINGFIELD 
Topic: MULTIPLE MANAGEMENT 


A talk and a sound slide film dealing with 
“Multiple Management” composed the pro- 
gram of the April 15 meeting of the Spring- 
field Control held at the Sheraton Hotel. Mr. 
John C. Doub, assistant director of human re- 
lations of McCormick & Company, Inc. pre- 
sented the talk. The title of the film was 
“Fifty Heads are Better than One.” 


TOLEDO 
Topic: EMPLOYEE REPORTS 


Mr. S. R. Black, director of personnel, of 
Thompson Products Company, Cleveland, ad- 
dressed the Toledo Control on the general 
subject of “Reports to Employees,” on the 
occasion of the Control’s regular monthly 
meeting on April 15, which took place at the 
Secor Hotel. 
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TWIN CITIES 
Topic: APPRAISALS 
The regular monthly meeting of the Twin 
Cities Control was held on May 6, at the 
Minneapolis Athletic Club. Mr. G. L. Patchin, 
secretary of Appraisal Service, Inc., Minne- 
apolis, discussed “Appraisals and their Rela- 
tion to Accounting Records and Deprecia- 
tion,” as guest speaker of the Control. 


WESTERN MICHIGAN 
ANNUAL MEETING 


The Western Michigan Control held its 
annual meeting on May 14 at the Peninsular 
Club, Grand Rapids. After the business por- 
tion of the meeting had been executed, Mr. 
C. G. Phelps, of Wolverine Brass Works, 
Grand Rapids, and a member of the Control, 
showed a group of colored still pictures 
taken on various trips in the United States 
and Northern Canada. 





OBITUARY 











A. R. KENNY 


Mr. A. R. Kenny, comptroller and assistant 
treasurer of Reo Motors, Inc., of Lansing, 
Michigan, died on March 22, 1947 after ill- 
ness of nearly a year. Mr. Kenny was elected 
to membership in the Controllers Institute 
of America in February, 1941. At that time 
he was serving as controller of Automatic 
Instrument Company, of Chicago. Mr. Kenny 
is survived by his wife, a son, a grandson, and 
a brother. Interment was in Royal Oak Cem- 
etery, Royal Oak, Michigan. 
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Strikes or lockouts in industries or serv- 
ices essential to the health or safety of the 
public are intolerable, the labor committee 
of the Twentieth Century Fund declared 
in a report on “Strikes and Democratic 
Government,” made public recently. 

Federal legislation barring strikes or 
lockouts in such industries or services 
should apply only after government seiz- 
ure and operation, the committee said, 
adding that Congress should attempt to 
discourage both unions and employers 
from forcing the Executive to declare an 
emergency. 

Such legislation should provide for full 
possession and responsible operation of 
struck services by the government with 
proper provision for “‘due process’ and 
“just compensation” within the require- 
ments of the Fifth Amendment of the 
Constitution. 

The committee, of which William H. 
Davis, former head of the National War 
Labor Board, is chairman, declared there 
should be no mandatory or prohibitive 
federal legislation against strikes or lock- 
outs in private industry, adding that the 
settlement of management-labor disputes 
in private industry should continue to be 
by “industrial self-government through 
collective bargaining with full freedom of 
contract.” 

“Collective bargaining,’ the committee 
said, ‘is at once the instrument of self- 
government in the field of management- 
labor relations and an effective tool for 
more stable production and a wider distri- 
bution of the fruits of technological prog- 
ress. 

Declaring that the war had deeply dis- 
turbed the normal processes of collective 
bargaining just when they were becoming 
really effective, the committee said that 
“strikes which accompanied the 1946 te- 
conversion wage adjustment were the re- 
sult of complex and unique circum- 
stances” and afford no sound basis for 
conclusions as to the future of collective 
bargaining in this country. 

Defending the right to strike or lock- 
out employes, the committee declared that 
“for the ordinary labor dispute the possi- 
bility of a strike or lockout is, in the last 
analysis, the most potent instrument of 
persuasion.” 

Asserting that strikes teach all parties 
the value of compromise, the committee 
continued : 
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Federal Ban Is Asked on Strikes that 
Hit Public Health or Safety 


“It is wrong, then, to think of strikes 
as an unmitigated evil, or to ignore their 
true place and their useful function in the 
normal processes of collective bargaining. 
It becomes apparent that we must be will- 
ing to suffer occasional strikes as the price 
of responsible and stable labor relations 
in a free-enterprise system.” 

The failures of collective bargaining 
have been few compared with its suc- 
cesses, the committee said. Asserting that 
the method has justified continued confi- 
dence and support, the committee added: 

“The great body of the American peo- 
ple, including management, labor and the 


man in the street, undoubtedly prefer ins 
dustrial _self-government—freedom of 
contract with collective bargaining—to: 
economic control by government decree, | 
We would rather bear the ills we have 
than fly to others we have learned tog | 
much about.” 

In addition to Mr. Davis, the commit. 4 
tee included William L. Chenery, publisher - 
of Collier's; Howard Coonley, chairman | 
of the board of the Walworth Company, 4 
Inc. ; Clinton S. Golden, lecturer on labor © 
problems in the Harvard Graduate School © 
of Business Administration and former 
vice president of the United Steelworkers 
of America, CIO; Prof. Sumner H. Slich- 
ter, Harvard University; Robert J. Watt, 
international representative, American 
Federation of Labor, and Prof. Edwin EF. 
Witte, University of Wisconsin. 


Industry-Wide Bargaining Opposed 


Businessmen must take the initiative in 
discouraging industry-wide bargaining, 
eliminating discrimination in hiring and 
provide greater job security, Carroll 
French, industrial relations director of the 
National Association of Manufacturers, 
declared recently. 

Industry-wide bargaining, he said, has 
held down more liberal labor policies in 
many companies because those “able and 
willing to establish working conditions be- 
yond industry standards are frowned 
upon.” 

Job security and steady work, he said, 
are the basic elements of sound worker- 
management relations and call for more 
attention from many employers. 

“If employees know that their employer 
is sincerely trying to do all in his power 
to stabilize their work, if they are in- 
formed as to the measures which have 
been taken and the obstacles which must 
be faced, a long step has been taken 
toward better employee understanding 
and co-operation.” 

Despite the barbs in union meetings 
and the labor press, Mr. French said, 
businessmen must continue their belief in 
integrity and common sense on the part 
of the employee. 

“I do not believe the present state of 
class conflict, bitterness and distrust will 
endure,” he told the group. ‘I am confi- 
dent the workers themselves will reject it 
and, in the end, repudiate the type of 
leadership seeking to foment and perpet- 
uate distrust.” 

Mr. French also said that the basis of a 
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sound company labor policy must include 
opportunities for workers and promotion © 
on qualification, competency and individ- 
ual merit, with a full study of how 
straight seniority might have blocked the 
advancement of certain individuals and 
“destroyed interest in the job.” 


Federal Budget Declared 
“Out of Hand” 

The President's proposals for the 
budget, “‘precariously balanced at the 
enormous total’’ of $37,500,000,000, has 
come as “a shock and heavy disappoint- 
ment,” the National City Bank of New 
York declared recently in its monthly let- 
ter. Hopes for a start on debt retirement 
out of surplus revenues and for relief | 
from crushing taxes will be futile unless 7 
Congress takes “drastic and determined 
action to pare down the “‘still immensely 
swollen Government costs,” the bank 7 
said. 

“With revenues estimated at $37,700,- 
000,000, there is a bare $200,000,000 of | 
surplus indicated in the President's fig- | 
ures,” it continued. 

If it were not for the fortunate fact 
that indicated revenues have been boosted = 
an unexpected $8,700,000,000 by the | 
high level of business and the expansion 7 
of national income, the nation would be 7 
facing a Treasury deficit this year of up to 7 
$11,000,000,000, the bank asserts. This 5 
compares with the $2,300,000,000 deficit 
now regarded as probable, it added. 

“What all this adds up to is that we 7 
have a budget that is out of hand,” the - 
bank says. “Unless Congress, with the 7 
backing of the public, can re-establish 
control over expenditures and get us on 4 
the sound road of paying off debt and 
lightening the tax load now by bearing 7 
down upon the incentive for work and 
production, we are heading for serious 
trouble.” 





